DOCUMENTS EXPEDITING PROJECT 


[COMMITTEE PRINT] 


83D CONGRESs) REPORT 


2d Session | SENATE No. 





MONOPOLY IN THE POWER INDUSTRY 





INTERIM REPORT 
OF THE 


SUBCOMMITTEE OF THE 


COMMITTEE ON THE JUDICIARY 


ON ANTITRUST AND MONOPOLY 


IN THE POWER INDUSTRY 


UNITED STATES SENATE 


j ON 
INVESTIGATION INTO MONOPOLY 


Printed for the use of the Committee on tl 
UNITED STATES 
GOVERNMENT PRINTING OFFICE 


WASHINGTON : 1955 








COMMITTEE ON 


WILLIAM 


ALEXANDER WILEY, Wisconsin 
WILLIAM E. JENNER, Indiana 

ARTHUR V. WATKINS, Utah 

ROBERT C, HENDRICKSON, New Jersey 
EVERETT McKINLEY DIRKSEN, Illinois 
HERMAN WELKER, Idaho 


THE JUDICIARY 


LANGER, North Dakota, Chairman 


HARLEY M. KILGORE, West Virginia 
JAMES O. EASTLAND, Mississippi 
ESTES KEFAUVER, Tennessee 

OLIN D. JOHNSTON, South Carolina 
THOMAS C, HENNINGS, Jr., Missouri 
JOHN L. McCLELLAN, Arkansas 





JOHN MARSHALL BUTLER, Maryland 


SUBCOMMITTEE ON ANTITRUST AND MoNnopoLty LEGISLATION 


WILLIAM LANGER, North Dakota, Chairman 
HARLEY M. KILGORE, West Virginia 


ROBERT C, HENDRICKSON, New Jersey 
ESTES KEFAUVER, 


EVERETT MCKINLEY DIRKSEN, Illinois 
M. Davis, Counsel 


lennessee 
SIDNEY 


Il 


ame 


ViEeWSe 


ri¢ 


Winolrivy 


p] 
4\ 
) 





CONTENTS 


INTRODUCTION—CONCLUSIONS AND RECOMMENDATIONS 


Page 
New outbreak of corporate mergers l 
New form of merger in power field 2 
Complaints of monopoly abuses in power industry 2 
Hearings on monopoly abuses in power industry 3 
What the evidence shows 4 
Two-pronged drive of monopoly : ee t 
Dixon-Yates contract 5 
Wall Street domination and revival of the holding company evils 6 
The pattern of monopolistic abuse 7 
Need for Congress to take a new look s 
Broad monopoly inquiry necessary S 
Subject of inquiry must be monopoly in all its aspects 9 
Section I—Revivaut or Houtping Company EvIts 

Dixon-Yates contract rears superholding company combine, threatening 
Tennessee Valley Authority [I 
Wall Street domination— Middle South branch of Dixon- Yates ee 13 
Ebasco—management and milking s 17 
Double bookkeeping—accounting at expense of consumers 20 
Wall Street dictates accounting adjustments ‘ 22 
Tax overaccruals increase dividends- - as = ea 24 
Other milking operations 26 
How Stietenroth charges stand up . 27 

Section IIl—Powrer Monopo.iy Errorts To ENpb CoMPETITION 
Middle South’s subsidiaries seek to block competition 33 
Mississippi company strikes at rural cooperative ; 34 
Company seeks to block public power district 36 
Other activities to curb public competition in Mississippi 37 
Arkansas company blocks cooperative steam station ‘ 37 

Arkansas company blocks competition in connection with aluminum 
production... ; ; 39 
Plant location used as club to eliminate competition 40 
Holding company versus competition aay —- 41 

Section I]]—Pwusuiic Revations, PoLitics, AND CORRUPTION 

Arkansas Power & Light considers State its subsidiary ; 42 
Arkansas Power & Light brings pressure on Governor of State 13 
How the power company won in the primaries ‘ ; 44 
Power company satisfied only with complete liquidation ‘ 46 
How power monopoly exercises political power in a State ‘ 47 
Politics and propaganda of Mississippi company ‘ 17 
Similar activities shown for Arkansas company ieee 50 
Middle South subsidiaries show excessive overhead in advertising 52 
Practices the same as those of the holding company era_ - -- ane acer 54 

Secrion [1V—Drxon-YatEs Conrract as A Monopory Issue 
Significance of TVA yardstick as check on monopoly seatabieas 58 
How specialized competition meets need for monopoly control anit 60 
Dixon- Yates contract designed to destroy TVA demonstration__-_.----- 63 
Enemies decide TVA fate behind its back______-______________-___uLeeee 64 
Efforts to keep Congress in dark—Clapp under wraps spikes 68 








I\ CONTENTS 


Page 
Pre lent led by Budvet ireetor 69 
Cost of Dixon-Yates to the Natior 70 
s \ SIGNIFICAN( FF Vo PRESCKOW BRUSHOFE 
Vo . . Dp i ps disguise from monopoly vl 
M 1 rpose of Dixon-Yate che bye es clea 12 
M WY pressure forces ¢ eering fir oO hdraw 74 
Conflic ( lenec 76 
Only rvate monopoly need apply is 
SEecTION VI—Wa tt Street, Espasco, anp MIppLe SoutH 
Ties between Electric Bond & Share, Middle South, and financial houses S1 
Ownership of Electric Bond & Share and Middle South stock 87 
Che part plaved | Kbasco 91 
What is controlling influence? 92 
Significance of Ebasco 93 


SecTION VII—Nerw Power Pouicy UNDERMINI YARDSTICK 


(OMPETITION 


\l ri Ba rule ar out poli shift Q5 
R i erative ontend new rules will have adverse effect Of 
Na « ion of ral cooperatives to new pol OS 
( power costs dow! Qo 
| ( il ) ra SO ( coopera Ss abr ated LO] 
| Jepa ent « I Ina ava t co-ops 103 
Pre ( to tur private « pane LO4 
Delibera i ( me | trative actio LOS 
Aanda ( Federal » partr pa Aa oO Federal onone 

ena LOS 
Che | ( O} irdst 110 

Section VIII—INVeEsTIGATION Witt BE ExtTEND oO 
() Ry ) 

Pac { Nort} ; 112 





«! 








S3p Coneress } SENATE ( REpoR? 
2d. Session \ t No. 


MONOPOLY IN THE POWER INDUSTRY 


Mr. Lancer, from the Committee on the Judiciary, Subcommitte: 
on Monoply and Antitrust Legislation, submitted the following 


INTERIM REPORT 


INTRODUCTION—-CONCLUSIONS AND RECOMMENDATIONS 


The Subcommittee on Antitrust and Monopoly Legislation has 
been increasingly aware of new trends in our economy which raise 
serious questions as to the adequacy of the Nation’s antitrust and 
monopoly laws and their enforcement. Much of this legislation has 
now been on the statute books for more than half a century and 
needs to be carefully reviewed in terms of the realities of our con- 
temporary economic life. 

New outbreak of corporate mergers 

The attention of the country has been focused more and more on 
the gathering momentum of the corporate merger movement. Our 
economy was subjected to its first great merger movement in the 
two decades 1885-1905. <A second significant wave of corporate 
mergers took place in the latter part of the 1920's. Joth of these 
sarlier trends toward bigger business were regarded with considerable 
alarm by the people and, in turn, by Congress and both were followed 
by devastating business collapses. 

Against this background, it is understandable that the third great 
corporate merger movement in our history, now in progress, should 
be the subject of widespread public, governmental, and congressional 
concern. ‘This concern was shown as early as 1950, when a farsighted 
Congress, seeking to arrest this new trend in its incipiency, enacted 
the 1950 amendment to section 7 of the Clayton Act, known as the 
Kefauver-Celler Act. 

Since 1950, the rate of acquisitions and mergers of manufacturing 
and mining concerns has nearly quadrupled, and recent figures in 
this respect closely parallel those of the vears leading to the 1929 
debacle. This is unquestionably behind the emphasis on the merger 
situation in an address by Attorney General Herbert Brownell, Jr., 
before the New York chapter of the Public Relations Society of 
America, September 30, 1954, where he said: 

Now merger activity has long been recognized as having a n ajyor impac oO! 
the competitive structure of American economy The high degree of industrial 
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concentration which has characterized and still characterizes certain segments of 
our economy stems largely from waves of merger activity. 

There are indications that this merger movement has extended to 
the field of banking, with an increasing number of small, single-office 
banks being converted into branches of larger institutions, and larger 
banks merging into still bigger systems. The Wall Street Journal of 
December 28, 1954, states that, in the year ended June 30, 1954, the 
number of banks in the United States dropped by 83, compared with 
an annual average decline of 41 in the previous 13 years; while the 
number of branches rose by 450 against an annual average gain of 
166 during the same 13-year period. 

Ne w form of merger in powe r fie ld 

During the last few years a new form of merger has appeared in the 
electric power field, where extension of monopoly over wide areas of 
the country may have serious consequences, not only to the vigor 
of all private enterprise but also to the vitality of our democratic 
processes. These mergers are taking the form of the combination of 
as many as 15 electric utilities in a region to set up another company 
set up to supply wholesale power. There are at least four major 
instances of this new form of merger, which creates a community of 
interest in the field of electric power that may well circumvent the 
laws presently on the books to protect the true elements of a competi- 
tive economy. 

Because of the vital relationship of unrestricted supplies of electric 
power at the lowest possible rates to the maintenance of a dynamic 
free enterprise economy with full employment, this committee decided 
to explore first monopolistic trends toward suppression of competition 
in the power industry, with the intention to expand the study to other 
phases of the country’s economic life. 

The electric power field is commonly recognized as an area of 
“natural monopoly.” All this means, however, is that it is uneconomic 
to have more than one company serve a given area. It does not mean 
that what might be termed ‘‘unnatural monopoly,” with all the evils 
flowing from lack of competition, may not arise in the power industry. 
In other words, the ‘‘natural monopoly” concept was never intended 
to sanction a situation, to take an extreme example, where one private 
utility system would control all the electricity in the United States, 
or where a number of utility systems joined together would have such 
control. Thus, it is perfectly possible to have “natural monopoly” 
stimulated by very effective competition, either through neighboring 
systems rivaling each other in offering their respective areas lower 
rates and expanded service, or through public and cooperative power 
“vardsticks,”’ discussed below. 

Complaints of monopoly abuses in the power industry 

Since the latter half of 1953 the committee has been receiving an 
increasing number of complaints calling attention to the extension and 
abuse of monopoly in the business of supplying the Nation’s electric 
power. Requests for investigation have come from the Missouri River 
Basin, the Pacific Northwest, the Southwest, the Tennessee V alley, 
the Southeast, and the Niagara-St Lawrence region. 

These complaints have consistently alleged that monopolistic 
abuses and new administrative interpretations of the power policy 
established by Congress threaten the disruption of competition in the 
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electric power industry and the ultimate creation of an all-embracing 
power monopoly. Special emphasis was given to the monopoly 
aspects of the so-called Dixon-Yates contract, as the start of an 
all-out attack on the Tennessee Valley Authority yardstick and the 
creation of new and stronger monopolistic trends 

Such a power monopoly has been recognized for nearly half a century 
as a threat to the best interests of the Nation. The following words 
of a farsighted President of the United States, Theodore Roosevelt, 
therefore, have a contemporaneous ring: 

The great corporations are acting with foresight, singleness of purpose, and 
vigor to control the water power of this country * * * I esteem it my duty 
to use every endeavor to prevent this growing monopoly, the most threatening 
which has ever appeared, from being fastened upon the people of this Nation. 

This warning of President Theodore Roosevelt accompanied his 
veto of a bill giving away a hydroelectric power site on the James 
River in Virginia. It was written in 1906. 

In response to the complaints, the committee has held a series of 
hearings to determine whether the facts warrant a broad investigation 
of the matter, as a basis for further action by Congress to check the 
development of monopolistic abuses and tendencies in the private 
electric industry. 

This interim report has been prepared to furnish Congress with 
the facts thus far developed and it is the opinion of the committee 
that these facts show a clear-cut need for further investigation. 
Hearings on monopoly abuses in power industry : 

The committee held hearings on December 7-10, 1953, and January 
21, March 2 and 4, 1954, to consider complaints that the new Federal 
administration power policy and revised rules for marketing power 
from Federal dams in the Missouri River Basin, adopted by the 
Department of the Interior, abrogated the provisions of Federal power 
legislation, designed to foster public and cooperative competition in 
the distribution of electric energy and so tended to favor private 
monopoly. At the hearings, full opportunity was given responsible 
officials of the Department of the Interior to explain its new policy 
pronouncements, answer the charges, and respond to questions. 

On May 13, 1954, the committee held hearings to consider com- 
plaints that, through abrogation of the Southwestern Power Adminis- 
tration—REA cooperative partnership contract, the new Federal 
administration interpretation of power policy was undermining com- 
petition in that region. 

The committee held hearings again on July 1-2, 1954, to consider 
complaints that the long hand of private power monopoly had reached 
out to cause the withdrawal of an important power engineering firm 
from participation in the Von Tresckow syndicate proposal, which 
was competitive with the Dixon-Yates holding company offer to 
supply power to the Tennessee Valley Authority, and that the whole 
handling of the competitive proposal reveals the possibility of 
monopoly abuses. 


I'he record of the hearings has been printed in 5 volumes a llows: Power Policy, pt. 1, December 7-10, 
1953; pt. 2, January 21, March 2 and 4, 1954—cited in this report as RPP, for record, power policy hearings 
Power Policy (Southwestern Area), May 13, 1954—cited in this report as RSW, for record, power policy, 
Southwestern area hearings; Power Policy (Dixon-Yates Contract:, | 1, July 1-2, 1954; pt. 2, September 
28, 30, October 1, 5-7, 21-22, and 30, 1954—cited in this report as RDY, for record, power policy, Dixon-Yates 


hearings. 
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The committee held further hearings on September 28-30, October 
1, 5-7, 21, 22, 29, and 30, 1954, to consider complaints concerning 
Wall Street domination and monopolistic practices of subsidiary 
power companies of Middle South Utilities, Inc., major participant 
in the Dixon-Yates contract. 

On October 29-30, 1954, the committee heard Gordon R. Clapp, 
former Chairman of the Tennessee Valley Authority, testify concern- 
ing the TVA as a modern means of dealing with private monopoly 
in the field of electric power, and the Dixon-Yates contract as an 
instrument of private monopoly’s drive to eliminate the only effective 
form of competition. 


What the evidence shows 

The evidence presented in the hearings leads to two important 
conclusions: First, that there is a two-pronged drive by private 
monopoly to destroy public competition in the power business, and 
that the Dixon-Yates contract is a part of that drive; and second, 
that Wall Street domination of the power industry has revived many 
of the holding company evils which Congress sought by legislation 
to suppress, particularly the extension of monopoly control over very 
wide regions. This evidence may be summarized as follows: 
Two-pronged di 10. of monopoly 

The first prong of the drive to eliminate public and cooperative 
competition in the electric power business is being conducted by the 
private power companies in their own States, and includes: 

(1) Political activities to defeat local community undertaking of 
publie or cooperative electric service in competition with the local 
private monopoly; 

(2) Construction of ‘‘spite lines’ and establishment of discrimina- 
tory local competitive rates to undermine and bankrupt rural electric 
cooperatives, with a view to ultimately taking them over; 

(3) Attempts to bring about a complete monopoly of wholesale 
power supply by blocking the construction of Federal or cooperative 
generating stations or by securing the output of Federal generating 
stations, in spite of the preference provision of Federal power marketing 
laws; 

(4) Political and public-relations activity to bring about the 
leasing to the power company of municipal electric systems so as to 
eliminate all vestige of competition in the distribution of electric 
energy ; 

(5) A whole range of political and public-relations activities, includ- 
ing retaining of local lawyers in communities throughout the power- 
company service area and at the State capital; distribution of con- 
tracts for services and supplies, with the understanding that helpful 
political activity is expected; financial contributions and other 
assistance to candidates favorable to State executive and adminis- 
trative activity In support of monopoly objectives; direct efforts to 
influence the policy and conduct of State administrations, State legis- 
lative bodies, and State regulatory agencies, insofar as the interests of 
the private power monopoly are involved; and the distribution of 
advertising and mat service to the daily and weekly newspapers 
throughout the State. 

The second prong of the drive, to eliminate public and cooperative 
competition in the electric power business, is being conducted through 
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the organized activ ity of private power interests at the national level, 
directed at the reinterpretation and altered administration of Federal 
power policy. During the last 2 years, it has found expression in the 
following changes in the Federal power program: 

1) Denial of Federal responsibility for maximum use of its re- 
sources programs to assure adequate low-cost powel supply to meet 
expanding needs of public and cooperative systems, where those non- 
profit systems have been encouraged to depend upon this source of 
supply, not only as a basis for their financing but also to enable them 
to exercise a competitive yardstick influence on private power 
monopoly. 

2) Repudiation of Federal partnership with local publie and co- 
operative electric systems, forcing many of them to the practical 
choice between bankruptcy and accepting the terms of their private 
competitors, with the certainty that the result in any case will be 
higher rates and more restricted service 

3) Practical repeal by administrative action of the preference pro- 
vision for marketing power to nonprofit community systems, through 
freezing further hydroelectric developments; refusing to purchase 
enough off-peak steam-el etrie eners \ to fully firm up Federal hvdro; 
selling the output of Federal power projects, under long-term contracts 
without withdrawal privilege, where such power will be needed to meet 
the growime demands ol publie and cooperative eleetrie S\ stems; and 
direct suggestion that such systems make terms with adjacent private 
systems for their needed power supply 

+) Refusal of funds for necessary construction by the Tennessee 
Valley Authority of additional steam capacity for meeting its utility 
responsibility to its 148 municipal and cooperative partner distribu- 
tion systems and the substitution of an awkward arrangement through 
which private power systems would gradually take over TVA’s power 
supply function 
Dixon-Yates contract 

The Dixon-Yates contract provides a clean-cut example of the 
second prong of the private monopoly drive to eliminate public and 
cooperative competition in the electric power business, and reveals a 
close parallel at the national level with activities of operating subsidi- 
aries of the chief participating holding company within their own 
states. The evidence concerning the background and purpose of the 
contract shows that: 

(1) The TVA has proved itself one of the most effective public 
instruments for breaking the restrictive influence of private monopoly 
over the necessary expansion of the country’s power supply and the 
rates charged for electricity, with wide influence over the private 
power companies, not only adjacent to it but throughout the country. 

(2) The effeet of the new kind of competition on the private power 
companies in its neighborhood has been to cause the companies to 
achieve lower rates, greater expansion in generating capacity, and 
greater expansion in profits for their stockholders than other private 
power systems throughout the country, thereby demonstrating the 
effectiveness of competitive influence on monopoly; 

(3) The Dixon-Yates contract was worked out by the Bureau of the 
Budget and the Atomic Energy Commission in collaboration with 
TVA’s ‘‘worst enemies,” ‘behind TVA’s back.’ Representatives of 
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TVA were called in, belatedly, simply to provide technical advice. 
The private alae companies invited to participate in decisions 
involving TV A’s future expansion included those whose demonstrated 
shortsightedness in planning future power supply would have held 
back economic deve lopme nt of the region. 

(4) The Bureau of the Budget-AEC combination, that was working 
out this deal with private power monopoly, took steps to muzzle the 
Chairman of the TVA to keep him from discussing the Dixon-Yates 
negotiations when he was to appear before the Senate Appropriations 
Committee, thus deliberately keeping important information from 
Congress. This was consistent with their later refusal to respond to 
the request of this committee for a copy of the Dixon-Yates contract 
draft. 

The Dixon-Yates contract provides private power monopoly with 
an entering wedge for gaining control of TV A’s expanding power supply, 
tending to undermine the unity of its power supply management and 
thus to bring about higher and higher costs, ultimately strangling the 
country’s most effective electric rate and service yardstick. 


Wall Street domination and revival of helding company evils 


The influence of large banks, insurance companies, and other Wall 
Street financial institutions behind the two-pronged drive to eliminate 
competition and extend the grip of monopoly over the country’s 
—s power business is suggested by evidence of the following: 

) The Dixon and Yates combination of two holding company sys- 
tems as the purpose of joint ownership of a great generating company, 
with their systems integrated to provide reserves and secondary de- 
livery points to the Tennessee Valley Authority, points to the possibil- 
ity that new superholding companies are coming into being which will 
accentuate monopoly problems in the industry. Middle South Utili- 
ties, Ine., the Dixon part of Dixon and Yates, with its additional 
participation in Electric Energy, Inc., a similar setup in the Ohio 
Valley, appears to tie together operating power-company combina- 
tions extending from the State of Georgia to Illinois. 

(2) A community of great banks, insurance companies, and invest- 
ment trusts, with interlocking directorates among themselves, is shown 
with large stockholder and director ties into both Electric Bond & 
Share Co., sole owner of Ebasco Services, Inc., and Middle South 
Utilities, with Ebasco Services rendering a wide range of management, 
engineering, and other technical services to Middle South’s subsidiaries 
in & manner suggesting that it represents holding company control. 
The fact that Ebasco Services has similar relations with most, if not 
all, of former Electric Bond & Share subsidiary power companies sug- 
gests that, in the new holding company setup, there is substantial 
Wall Street control. 

(3) Centralization of large blocks of voting stocks of private power 
systems throughout the United States in financial houses located 
largely in the East, which appear in the 10 largest stockholder lists 
reported by many such companies to the Federal Power Commission. 

(4) Domination of the subsidiaries of Middle South Utilities, espe- 
cially Mississippi Power & Light and Arkansas Power & Light, by 
holding company interests located at No. 2 Rector Street, New York 
City, headquarters of Electric Bond & Share Co., with the local boards 
of directors and officers virtually appointed by the Middle South 


' 
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president and functioning as little more than puppets to give color 
to the claim of local management. 

Revival of holding company evils is suggested by evidence of the 
following practices of Middle South Utilities and subsidiaries: 

(1) Engineering and accounting firms, closely associated and prob- 
ably tied in with the holding companies, used to implement the ab- 
sentee control of operating companies, make essential decisions in- 
volving construction, operating, accounting, and ratemaking policy, 
while extracting profits from supposedly arm’s-length service contracts. 

(2) Rendering State and local regulation of electric rates largely 
ineffectual through the handling of accounting adjustments, including 
reserves for taxes, in such a way as to reveal the least possible grounds 
for the cutting of rates. 

(3) Milking of operating companies through overaccrual of taxes, 
such overaccruals being later transferred to surplus profits where 
they become available for the equivalent of stock dividends, increasing 
the basis for 9-percent cash dividends which, in turn, are dictated by 
the holding company. 

(4) Engaging through operating companies in questionable prac- 
tices in State and local politics, coupled with support of nationwide 
power monopoly organizations, generously financed to conduct public 
relations and lobbying activities designed to influence legislative and 
administrative action at the national level. 

In this connection, the committee’s attention has been called to a 
press interview with a Washington correspondent for the Nashville 
Tennessean, in which Purcell Smith, chief of the National Association 
of Electric Companies, principal lobbying organization of the priv: ate 
power industry, boasted that his clients were getting their money 
worth. Among other things, Smith claimed credit for stopping the 
appropriation for the TVA’s Fulton steam station. This opened the 
way for Dixon-Yates. 

The committee notes the recent public statement of the National 
Association of Electric Companies, representing 100 electric utility 
companies, seeking to justify the Dixon-Yates proposal. 

The pattern of monopolistic abuse 

The pattern which emerges from our hearings is one of fairly con- 
sistent abuse of the monopoly position which private electric utilities 
enjoy. It indicates the difficulties, and often impossibilities, of effee- 
tive State regulation. Regulation of such companies is supposed to 
supplant what would normally be the factor of competition. Just as 
the forces of competition operating in our free competitive economic 
system tend to protect the consumer and stabilize the operations of the 
monopoly at the most economic level, so the factor of regulation by 
Government commissions is intended to protect the general welfare 
against abuses by monopolies which have been freed of the regulators 
of competition. The hearings dramatically demonstrate the failure of 
such regulation, at least in the areas thus far examined. 

The hearings further developed alarming evidences of the failure of 
the Public Utility Holding Company Act to accomplish its purpose, 
e. g., to protect the public against the domination of operating com- 
panies by holding companies, excessive service charges, and all the 
monopolistic devices which tend to increase rates and restrict service. 

With regard to the controversial Dixon-Yates proposals which ap- 
parently have come to symbolize the trend toward monopoly and 
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monopolistic abuse in the power industry, the evidence tends to em- 
oo ne three significant ine tors: 

That the President had personally directed that this contract 
can negotiated without regard to the customary requirements of com- 
petitive bidding and, further, that there had been a positive attempt 
to suppress a competing bid. 

(2) That the effect of the Dixon-Yates proposal would be seriously 
to threaten the position of TVA and perhaps impair its integrity as a 
national yardstick, which has helped greatly in making possible 
effective regulation of private utility monopolies. The result of this, 
of course, would be to enhance the possibility of monopolistic abuse. 

}) That there is evidence that the dominant private power com- 
bination involved in this contract conducts its affairs in such repre- 
hensible ways that it should not be the beneficiary of this kind of 
Government contract. 


Veed for ¢ gh ss to take new look 


Clearly, it is urgent that Congress take a new look at the entire 
utility field in order to halt further development of a gigantic monopoly 
controlling the energy which makes possible the living standards and 
security of the Nation, 

The importance of a thorough review of monopoly developments tn 
the power industry is emphasized in the testimony of Arthur E. 
NieLean, president of the Commercial National Bank of Little Rock, 
Ark. Pointing out that he was no opponent of private utilities, he 
stated that his sole purpose “is to stop the greed of a few of the utilities 
who will destroy themselves if they do not act with moderation.” 


He added: 
I do not want to see a return to some of the things that took place 20 vears ago. 


He went on: 


Some of you here may remember back in 1929 when shares of the Electrie Bond 
& Share went to over $600. You probably will recall the days that followed. 
There were days when people were ruined, when they jumped from tall buildings, 
and when they committed suicide . and in my opinion moderation should 
come and those davs should be avoided again 

The United States cannot take another period of that kind. I do not even 
indicate, or IT don’t hint that we are facing such a situation but, in turn, in my 


opinion, the publie utility business which exercises a monopoly in turn is not 
entitled to create earning power stocks, and that it is not in the best interests. 
A reasonable return is what they are entitled to. 

When MeLean said he did not want to see a return to some of the 
things that took place 20 vears ago, he was referring to the practices 
in the utility industry exposed by the Federal Trade Commission 
investigation. As already indicated, we find ample evidence to sup- 
port the conclusion that private monopoly in the power business has 
reverted to many of these practices. 

Broad monopoly inquiry necessary 

On the basis of evidence outlined above and elaborated in sub- 
sequent pages of this report, the committee recommends that it be 
provided with adequate funds to undertake a full investigation of 
monopolistic trends and abuses in the power industry as a basis for 
recommending changes in existing laws or in the administration of 
existing laws to protect the country against the threat of an unlimited 
private power combine of such gigantic proportions as to be incon- 
sistent with the survival of genuine private enterprise or the successful 
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functioning of democracy itself. The committee should investigate 
and report on the following: 

(1) The interrelations between public-utility companies supplying 
and distributing electric energy, together with (a) the extent to which 
nonutility corporations own or control the voting stock of suc h publie- 
utility corporations or exercise direct or indirect influence over the 
management of such corporations by any other means; (b) the rela- 
tionship of any other nonutilitv corporations providing services, 
supplies, or equipment to such electric utility corporations, whether 
affiliated or not; and (c) any financial or other practices of such com- 
panies which may directly or indirectly affect the public mterest in 
control of monopoly or concentration of economic power or the 
political influence associated therewith; 

(2) The relations, financial or otherwise, between banks, insurance 
companies, fiduciary institutions, investment trusts, endowments, 
foundations, stockbrokers, underwriters, or any other corporate or 
institutional owners of or dealers in or agents for the owners of securi- 
ties, and public -utility corporations supplying or distributing electrical 
energy or holding companies owning the stocks of such corporations, 
or Corpor ations, partnerships, or persons providing services, supplies, 
or equipment to such elec eal utilities; and the practices of such 
corporations, partnerships, or persons insofar as they may directly or 
indirectly affect the public interest in control of monopoly or concen- 
tration of economic power in the power industry or in other industries. 

(3) Whether, and to what extent, the corporations and — 
agencies noted above, or any of the officers or employees thereof, 
anyone on their behalf or on behalf of any organization of which any 
such corporations may be a member, through the e xpenditure of money 
or through control of the avenues of publicity, have made any, and 
what effort to influence or control public opinion in the interest of 
establishing or maintaining private monopoly as against Federal, 
municipal, or other public, or cooperative ownership of the means by 
which power ts - ‘ve cal and electric energy is generated, transmitted, 
or distributed; or to influence or control the election of the President, 
Vice etek or members of the United States Congress; or to tn- 
fluence o1 control any other elections or referenda which involve issues 
of monopoly in the business of supplying and distributing electricity 
to residential, farm, commercial, or industrial consumers. 

(4) The effectiveness of the exercise by local communities of the 
right to choose public or cooperative electric service as a supplement 
to utility regulation in controlling monopolistic practices in the elec- 
tric power business; and the function or responsibility of the Federal 
Government in enabling such local communities to introduce public 
or cooperative competition into what might otherwise become a field 
dominated by giant private monopolies. 

Subject of the inquiry must be monopoly in all its aspects 

Finally, the committee emphasizes the fact that such an investiga- 
tion constitutes just the first stage in an overall monopoly study which 
must help to shed light on the direction of the American economy 

Ph ries. the most significant byproduct of World War II, in terms 

f long-range effect upon our economy, was the impetus it gave to 
ine reasing concentr: ition of economic power This tendenev has been 
reinforced and accelerated during the last 4 years. Fundamental 
changes in our economic organization are increasingly visible. and 
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it has not yet been possible to evaluate and assess the full effects of 
this trend to bigness. 

rt’ 2 , 

The history of the past 60 years has seen the development of 
monopoly, from trusts, to holding companies, to corporate mergers, 
with an ever-increasing concentration of financial control in the back- 
ground. As we have already noted, we seem to be in the throes of 
the third great forward surge of monopoly in the history of our country. 
The last two such movements ended in catastrophe for the Nation, 
accompanied by serious loss of our national wealth and grave waste 
of our human resources, consequences that are not lightly to be dis- 
missed. And the last great merger movement was characterized 
particularly by the pyramiding of control through public utility 
holding companies. 

The daily press tells us that American business is today combining, 
uniting, grouping and regrouping, merging, remerging and merging 
again. Competition as a way of life is under constant attack and 
small, independent business is on the decline. We, therefore, recom- 
mend that this investigation develop facts concerning the scope of 
the merger movement, the extent and strength of the thrust toward 
monopoly, and the decline of competition in our economic life. 

With all these facts before us, we feel that it is necessary, and, in- 
deed, long overdue, for Congress to make an examination into: (1) 
changing concepts of competition and monopoly experience in the 
light of recent economic developments; (2) the rise of new financial 
and industrial oligarchies, and highly integrated forms of business and 
management; (3) business practices aimed at limiting or eliminating 
competition; and (4) methods of Government regulation to control all 
these in the public interest. 

The foundation of our antitrust laws, designed to deal with this very 
problem, the Sherman Act, is now almost 65 years old. On that 
foundation has been erected a jerry-built structure of supplementary, 
confusing, and sometimes conflicting laws, spread over a long period 
of time, and encrusted with a gloss of judicial interpretations. These 
sometimes obscure the original purposes and intent of congressional 
antimonopoly policy, and often defy the efforts of the most capable 
judge to enforce, or able lawyer to understand them. 

Perhaps codification of all our multitudinous antitrust laws is in 
order. Certainly revisions are badly needed, if only for the sake of 
clarification and bringing our antitrust laws into consonance with our 
changing economic system. And perhaps new and better tools and 
policies of enforcement are called for. For this reason Congress must 
concern itself not only with its important policy-making function in 
the field of monopoly but also with enforcement of these policies 
by the executive branch of the Government. For this will determine, 
in large measure, whether the congressional intent is being carried out 
or frustrated. The investigation, which we here recommend, is, 
therefore not only necessary to the work of Congress, but also uniquely 
a function of Congress itself. Furthermore, because these issues 
squarely involve the problems of monopoly, such an investigation is 
the direct responsibility of the Subcommittee on Antitrust Monopoly 
and Legislation. 








SECTION |] 
REVIVAL OF HOLDING COMPANY EVILS 


Dizxon-Yates contract rears superholding company combine threatening 
Tennessee Valley Authority 

The Dixon-Yates contract, if the Securities and Exchange Commis- 
sion approves the formation of the Mississippi Valley Generating Co. 
with Middle South Utilities, Inc., and the Southern Co., as joint 
sponsors, will join together two holding companies which have won 
separate Securities and Exchange Commission approval as integrated 
systems. This combination will largely monopolize the electric power 
supply of the States of Arkansas, Louisiana, Mississippi, Alabama, 
and Georgia, and through many high-voltage interconnections by 
which contract power could be delivered to the Tennessee Valley 
Authority, start an octopus-like integration of that great public system 
into this private power monopoly giant. 

Former Chairman of the Tennessee Valley Authority, Gordon Clapp, 
appearing as a witness before the committee, called attention to what 
he termed the most significant letter in the whole record, that under 
date of January 4, 1954, from J. W. McAfee, president of Union 
Electric Co. of Missouri, to Walter Williams, assistant to the General 
Manager of the Atomic Energy Commission, in general laying the 
foundations for the Dixon-Yates contract. Clapp quoted McAfee as 
referring to a previous conversation and then saying that, if he had the 
responsibility of relieving the national budget of avoidable capital 
expenditures in the Tennessee Valley Authority area, he would 
consider: 

1. That TVA no longer assume full responsibility for supplying all the needs 
of municipalities. Thus, as present contracts expire, those municipalities which 
need a greater supply than is available from the Authority would be obliged to 
arrange for purchase from others or for the construction of a plant with municipal 


funds. 


2. Arrangements with neighboring companies of TVA to sell power to the 
Authority. Iam confident that arrangements could be made for the construction 


of a new plant if that is necessary (RDY, p. 572 


Clapp referred to the second alternative as “giving those systems 
outside the Tennessee Valley Authority literally control over the 
growth of the Tennessee Valley.”’” He added: 


To get those outside utilities to become the major source of new power for the 
growth of the Tennessee Valley from higher-cost sources would have put a strangle- 


hold in the hands of these private utilities around Tennessee Valley, on which 
they could tighten the noose almost any time they wanted (RDY, p. 573). 


Later Clapp testified that the only conclusion he could come to 
was that the Dixon-Yates deal would 


lead to the formation of a new combine of two large holding companies, each 
with a long history of aggressive hostility to TVA, acting in concert with two 
Government agencies, the Bureau of the Budget and the Atomie Energy Com- 
mission, to squeeze the TVA * * * into submission to the private utilities 
(RDY, p. 609). 


11 








12 MONOPOLY IN THE POWER INDUSTRY 

James D. Stietenroth, former chief financial officer of the Mississippi 
Power & Light Co., had already testified concerning his own holding 
company, Middle South Utilities, Inc., that the thing he is fighting 
“is just too big for me and I think it is too big for the Congress of the 
United States.”” He stated further: 

Now, I am actually frightened as a citizen of the United States by the bigness 
that even my company and my group of companies represents. I think that its 
bigness actually destroys the dignity of the individual * * *” (RDY, p. 191 

He referred to Middle South Utilities’ service area as the “Tri- 
State Colonial Empire” (RDY, p. 196). 

In response to a question from the committee, Stietenroth said the 
result of the Dixon-Yates contract would be to enlarge the power and 
influence of the two participating holding companies (RDY, p. 331). 
He emphasized particularly the magnitude of the combined properties 
which would be involved, estimating the Middle South properties, 
after construction of the Mississippi Valley Generating Co. plant, at 
close to $1 billion, with the Southern Co. group bringing the total up 
to about $2 billion (RDY, p. 335). He testified: “It is so huge until 
it is frightening’ (RDY, p. 332). He said further: 

Well, if entering into the Dixon-Yates contract is a monopoly, I will say that 
these two companies, the Southern Co., through its subsidiaries, and the Middle 
South Utilities, Inc., through its subsidiaries, if they should be joined together 
* * * through the Memphis generating plant, if that joining together makes 
them one, Why it is just simply almost the entire southeastern part of the United 
States, plus Arkansas and Louisiana (RDY, p. 336). 

This is the view of a former utility financial officer, who made it 
clear that he favors private ownership (RDY, p. 190) and whose 
experience in the industry bridged the period of the rise and supposed 
dissolution of the holding company colossi. 

This raises the question whether the holding company combine 
represented by the Dixon-Yates contract does not violate the intent 
of the Holding Company Act, which restricts allowable integrated 
public-utility svstems to those ‘‘not so large as to impair the advan- 
tages of localized management, efficient management, and effective- 
ness of regulation.” 

In fact, this evidence of the wedding of the Middle South and 
Southern holding company groups through partnership in the Missis- 
sipp! Valley Generating Co. scheme recalls the Federal Trade Com- 
mission report, with its reference to the social and political dangers, 
present or potential, “in the growth of public utility holding-company 
groups of such great size as to extend the conditions of monopoly far 
bevond what was originally contemplated in the laws.’’ The Com- 
mission said: 

Great size, even as an implement of economical operation, has its practical 
limitations in efficienevy and added to that are the even greater disadvantages 
arising from permitting a small group of capitalists to exercise a large degree of 
arbitrary power over enormous areas of the country and over millions of their 


fellow citizens. The finaneial and political influence which such groups may be 
able to exercise is unhealthy in any country, but particularly in a democracy 
This is especially true in regions where there mav be lacking other economic 
organizations of equal str neth. * * *” 800, pt. 72-A, Doe. 92. 70th Cong, 
Ist sess 


Later in this report we will note evidence of the very real nature of 
the dangers which the Federal Trade Commission investigation 
revealed as implicit in such great combinations. Here we may note, 
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however, that the consummation of the Dixon-Yates deal will put 
together a holding company combine serving approximately 9 pet 
cent of the entire area and population of the United States 


Wall Street domination—Middle South branch of Diron-Yates 

Middle South Utilities’ subsidiaries were pictured in the testimony 
as dominated by an absentee holding company group centered at 
No. 1 Rector Street, New York City In that same building are 
also housed the still vigorous Electric Bond & Share Co., its wholly 
owned Ebasco Service Co., Haskins & Sells, accountants. and Reid 
& Priest, attornevs. Local company officials, including boards of 
directors, were made to appear as little more than puppets who signed 
papers drawn up at the New York holding company headquarters 
or who approved the shifting of funds from various reserves to sut 
pluses where they swelled the amounts available for dividends 

Stietenroth, whose career as a chief financial officer of the Mis 
sissippi Power & Light Co. began well before the Publie Utility Hold 
ing Company Act of 1935, testified that he noticed no material differ 
ence resulting from the supposed dissolution of the top holding com 
pany pursuant to Securities and Exchange Commission orders 

Examples of local management decisions made in far away lowe! 
Manhattan, cited by this witness, include (a) purchase of generating 
station equipment, (6) refunding of a preferred-stock issue, (¢) pay 
ment of 9 percent cash dividends, (d) distribution of the equivalent 
of $3 million in stock dividends, (e) transfer of large overaceruals 
for taxes to surplus, (f) accounting for quick amortization tax sav- 
ings, (g) services to be rendered by Ebasco and charges for such 
services, and (h) proposed increases in rates. 

Stietenroth testified that he ‘could not and would not wear the 
voke of Wall Street any longer, because the life of pretense that | 
was being forced to live was literally shrivelling up my soul” (RDY, 
p. 191). He tried to persuade the president of the company and the 
chairman of its board that the three of them together had ‘‘some 
chance of success in breaking the stranglehold that Wall Street has 
always had on our company” (RDY, p. 192). He referred to “King 
Wall Street’? as having absolute, dictatorial powers over the people 
of Arkansas, Louisiana, and Mississipp1. 

King Wall Street 


was his way of 


collectively referring t¢ ’ ; Middle Sout Util ties | \Ir | H D or 
president, Ebasco Services, Inc., subsidiary of Electric Bond & Share Co., and 
Messrs. Reid & Priest, attorneys, all of No. 2 Rector Street, New Yor whict 


just across the wav from No. 1 Wall Street, New York (RDY, p. 194 


He said: 


Not a single principal officer or director of the Mississippi Power & Light Co 
is permitted to exercise the full powers and prerogatives or perform the duties of 
his office, in that said persons sometimes referred to a Wall Street,” exercise 
absolute veto power over the officers and directors of Mississippi Power & Lig 


RDY, p. 211 
Stietenroth testified that 


Mr. Dixon has a proxv when he comes dow tot Mis Ssipp Power & Lig 
stoekholders’ meeting, which makes if aimost abd { for l oO ge thro t 
monkey motions of voting the shares, because ther ca t be but one a 


RDY, p. 329 


eat = = , 
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He added: 


And when Mr. Dixon votes his shares (98 percent of the voting stock in our 
company), well, he has appointed each and every single one of those directors, 
without question, and that also obtains in the Arkansas company, the Louisiana 
company, and the New Orleans company; and, through that board of directors, 
he has absolute appointive powers through the suggestion of every chairman of 
the board and every president and every vice president and every treasurer and 
every secretary; * * * (ibid.). 

He went on: 


At the annual stockholders meeting he [Dixon, president of Middle South 
Utilities] comes in without a proxie but an authorization to vote the shares. He 
is the company (RDY, p. 829). 

In response to the question as to how this situation differed from 
the condition before the Holding Company Act was passed,Stietenroth 
said: 

Sir, except that we have by and large legalized it and gotten SEC approval 
pretty well down through the line, I don’t see any difference. It is the same 
thing just wrapped up in a different package (RDY, p. 331). 

The witness had previously referred to the time when Middle 
South Utilities sueceeded Electric Power & Light, stating they con- 
tinued to deal with the same people and to do the same things, “and 
| couldn’t tell from 1 day to the next whether EL was still going, or 
still in existence, or gone” (RDY, p. 198). 

Arthur E. McLean, saliva of the Commercial National Bank 
of Little Rock, Ark., similarly testified, specifically that the decision 
of the Arkansas Power & Light Co. to ask an increase in rates was 
made by the holding company in New York. He referred to the 
statement of the president of Arkansas Power & Light that “this 
decision was entirely within their — as “about as silly a claim 
as I have ever heard of” (RDY, p. 486). He continued: 

It is true that the board of de was elected by the stockholders, but the 
Middle South Utilities Co., who own all of the common stock, in turn delegate 
by resolution anyone they see fit to vote their entire holdings, and the vote will, 
in turn, elect all of those officers, which merely amounts to appointing (ibid). 

Now, under those circumstances if anyone is naive enough to believe that 
directors selected at random, with probably little financial interest would set the 
policies for the holding company, or act independently, then this would be the 
strangest situation I have ever come in contact with. * * * In my opinion, the 
fact that they do anything about it is a laugh and a joke (ibid.). 

Referring to the statement of the president of the company, that 
the directors could withdraw the proposed rate increase, he added: 

* which, of course, they could and they will get fired the next day, I guess, 
if they did (ibid.). 

He stated that the chairman of the board, Hamilton Moses, went 
around Little Rock spreading the impression that the instruction 
came from New York and that the local directors pleaded with Mr. 
Dixon not to do it but went along with it ‘‘most of them because they 
didn’t know what it was all about and it sounded plausible and they 
weren't earning 6 percent and they didn’t know any more about it 
than anybody else did” (RDY, p. 487). 

As an example of the extent to which the directors and officers of 
the subsidiaries appear as mere puppets for the holding company in 
New York, Stietenroth recounted the procedure in connection with 
the decision to refund the Mississippi Power & Light Co. 6 percent 
preferred stock. According to his testimony, the first word of this 
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proposal came to him from the Mississippi Co. president, Baxter 
Wilson, who had just learned of it by telephone from the Middle 
South office (RDY, p. 252). It was a matter of great embarrassment 
to Stietenroth as treasurer of the company because a couple of days 
before he had responded to an inquiry from a prospective investor 
in the 6 percent preferred that there was nothing pending so far as 
call of the stock was concerned. He testified: 

You can imagine how embarrassed I was, the principal financing and accounting 
officer of this company, to have to call that man and tell him that I didn’t know 
a * * * thing that was going on in our own company with respect to such an 
important matter (RDY, p. 253). 

Stietenroth testified further that this telephone conversation was 
followed by a form of resolution, sent by either Ebasco or Reid & 
Priest, Ebasco attorneys, “to be passed by the board of directors 
authorizing the transaction which was already set in motion (ibid. 
He added that, among other things, they received “some blank 
signature pages for a registration statement which was later to run 
to 35 or 40 pages but which the directors and officers of the operating 
company were supposed to sign in blank, without ever seeing what 
they were signing.” Re ferring to the directors meeting at which the V 
were to adopt the resolution and sign the blank signature page, he said: 

As I presented this signature page to our directors, one of them said: ‘‘What 
is this ] am signing?” (RDY, p. 254). 

According to the witness, “the resolution was adopted verbatim as 
it was sent down to us in suggested form’ (RDY, p. 255), the blank 
signature page was signed by all except Director Dixon, president 

| Middle South Utilities, who apparently signed it later, and both 
were shipped ‘‘to either Reid & Priest or Ebasco”’ (ibid.). He testified 
that he never saw the signature page again until it had ‘‘been attached 
to this registration statement and it had been filed”’ (ibid.) 

Referring further to the signing of the registration statement in 
blank, Stietenroth testified : 

That is exactly the same pattern that has been followed in every financial 
transaction that has gone on since 1937, since I was treasurer and principal 
financial and accounting officer (RDY, p. 258). 

Then came the following interchange between committee counsel 
and the witness: 

Davis. Have you ever signed a registration statement as the principal financial 
officer that was printed or that contained all the information’ 

STIETENROTH. Never. 

Davis. You have always signed them in blank? 

STreTveNRoTH. That is right. 

Davis. Did you ever go to the SEC about this registration statement? 

STIETENROTH. NO, sir. 

Davis. About any other registration statement: 

STIETENROTH. I haven’t been in the SEC offices in years (RDY, pp. 259, 260 


) 


Stietenroth testified further that the proposed preferred stock matter 
was one of a type for which there was practically no precedent for 
approval by the Securities and Exchange Commission in the form in 
which they were instructed to carry it out. Speaking of the fact that 
it was Sanders, Hallingby, Dixon, and Canaday, all officers of Middle 
South, who were “negotiating this transaction with the staff of the 
Securities and Exchange Commission,” he continued: 

It was just an amazing thing to me that people who are not even officers of our 
company could go down there to that Commission, to the total exclusion of its 
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corporate officers, and deal with that Commission and for that Commission to 
understand that when they reached an agreement with these gentlemen who were 
officers of Middle South Utilities, that they had also reached an agreement with 
the Mississippi Power & Light (RDY, p. 260). 


It is the view of the committee that, if further investigation bears 
out Stietenroth’s evidence on this point, the intent of Congress, 
through the Holding Company Act, to foster “local management”’ 
in permissible “integrated systems,”’ has been deliberately evaded. 

Here again it is important to recall the report of the Federal Trade 
Commission with reference to the earlier holding company era. Thus 
the list of conditions and practices found objectionable by that Com- 
mission included ‘‘the use of local dummy directors and local officers 
without real authority, the real dealing with local conditions being 
through absentee holding-company officials.”” Dealing with the 
monopolistic aspects of such absentee control, the Commission said: 

\Ionopoly of local operation may be justified as sound publie policy on grounds 
Which have little or no application to a superimposed monopoly of ow nership and 
control which of itself performs no operating function but is so powerful and far 
flung that it transcends the limits of State control and even challenges the power 


of the | leral Government 17. pt. 73- A, Doce. 92, 70th Cong., Ist sess 


The Commission, in that earlier report, raised the question whether 
many of the evils of holding-company domination and management 
disclosed by its investigation did not constitute in essence “the abuses 
of monopolistic power” and if so, whether the monopoly itself might 
not be dissolved under the antitrust laws. In amplification of this 
viewpoint, the report quoted a paragraph from the Commission’s 
petition in the Federal district court seeking to compel the disclosure 
of certain records in its proceeding against the Electric Bond & Share 
Co., as follows: 


Through the creation of affiliated holding companies, the placing of their stocks 
and other securities in ownership which is subject or friendly to the Electric 
Bond & Share Co. and the negotiation of supervision contracts with said holding 
and operating companies, the Electric Bond & Share Co., its officers and directors, 
are in & position to control numerous transactions involving the sale, purchase, and 
transmission across State lines of electrical energy or gas, and of the stocks, bonds 
and other securities of corporations so engaged. By reason of the absence of 
substantial diversity of interest between the individuals and corporations in- 
h transactions, the Electric Bond & Share Co., and its officers and 
directors, are in a position to create, impose, and enhance, through collusion 
and combination, a burden upon interstate commerce in electrical energy which 
may he undue, unreasonable, and detrimental to the public. It is in part to 
determine as directed by the Senate resolution, whether such a burden has actually 
been created and imposed and whether any of the practices herein alleged to have 
heen employed “tend to create a monopoly, or constitute violation of the Federal 
antitrust laws,’ that the present application for relief is presented to this honorable 
court (49, ibid 


volved in sue 


The evidence before us indicates the existence of a combination 
involved in large interstate transactions, capable of engaging in 
monopolistic practices On a huge scale. This has come into existence 
through the Dixon-Yates and EEI (Electric Energy, Inc.) contracts 
which, together, esteblish a single community of interest in the field 
of electric power linking together operating companies surrounding 
the Tennessee Valley Authority in the south, west, and north, includ- 
ing in its embrace the States of Georgia, Alabama, Mississippi, Louisi- 
ana, Arkansas, Missouri, and Illinois, with Edgar Dixon’s Middle South 
Utilities as kevstone of the arch. 
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In the language of the old Federal Trade Commission petition, this 
combination, and its directors and officers 
are in a position to create, impose, and enhan throug! llusion and combina- 
tion, a burden upon interstate commerce in electrical energy Ww nav tn induc 
unreasonable, and detrimental to the publie interes 


E-basco Manage ment and m ilkinag 


Stietenroth’s testimony concerning the relation of Ebesco Services, 
Inc., to the subsidiaries of Middle South Utilities (the Dixon holding 
company) is clear indication of survival of the holding company rela- 
tions, supposed to have been abolished through enforcement by the 
SEC of the Holding Company Act of 1935 Ebasco Services, [ni 
theoretically emploved by four operating companies under arm’s 
length arrangements—otherwise, its charges would have to be billed 
on a cost basis. Actually, the operating cOompadbtes have no choice but 
to employ the service company Its decisions are controlling in a wide 
range of fields of management, and its bills are paid as rendered, with- 
out any critical examination 

In a subsequent section of this report it will be shown that Electri 


Bond & Share Co., the old top holding 


company OWTLS Kbasco Sery 
and that an interlocked community of financial institutions represents 
considerable stock ownership in Eleetrie Bond & Share as well as i 


Middle South Utilities, with interlocking directo 


ites tenamg to 


establish a survival of the old relationships of the pre-holding-company 
era The section also shows the extent to whi h, thro ih Ebasco 
Services, Electric Bond & Share Co. is still actively concerned with 
all its old subsidiaries. 

The witness explained the former interrelations of all these com- 


panies and the present ones He stated that the form has changed, 
that the subsidiaries of Middle South actually enter into orders with 
KE basco for these services 

but the orders will be executed, an 
and it keeps us dependent, and | think it s us more than we could 
same work ourselves (RDY, p. 339 

Stietenroth added that 


it does have the advantage from the holding 

ibid 

He testified further: 
It is suggested to us that we ought to purchase this ser ean that service. a 
then having purchased it, why that leaves us in a dependent situatio 
He made it clear that a word to an Ebasco man from the holding 
company treasurer was always sufficient to overrule a suggestion from 
the treasurer of one of the operating subsidiaries (RDY, pp. 339 
340). 

Asked what would have happened if he had hired another company 
to provide the services, he replied: 
If I had ordered it on, we will say, August 22, when I was still in fairly gos 
standing * * * IT wouldn’t have been fired on September 22; I would have | 
fired August 22 (RDY, p. 345 

Stietenroth testified that Mississippi Power & Light could perform 
all or most of the services performed for them by Ebasco if they were 
adequately staffed, that they could do it for the amount of money 
now being paid to Ebasco, and that they would not be dependent 
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thereafter. As he put it, ‘‘the whole business would have a flavor of 
home managed much more than it has as of now” (RDY, p. 346). 
He stated subsequently: 

Now, I do not testify and I have not testified that Middle South and Ebasco 
Services are brothers and sisters or in the same corporate family.! But I have 
said that Middle South is able to police and control these operating companies 
down there by suggesting * * * that they buy these services from this separate 
corporation (RDY, p. 347). 

Illustrating what he meant by his statement that Ebasco performs 
a policing function so far as the operating subsidiaries of Middle 
South were concerned, he testified: 

Well, Mississippi Power & Light Co. wouldn’t any more touch its rates than I 
would get up on top of a 50-story building and jump off, without the suggestion 
having come down * * *, Let me narrow that a little bit. If there were some 
very unimportant and immaterial changes in rates, why we might undertake 
that locally. But, for instance, Mr. Blugman of Ebasco is a rate consultant, and 
he visits our offices fairly regularly and advises with our rate people. * * * 
So I would say that Mr. Blugman initiates his own ideas about what services we 
need in a rate connection. Then he conveys the idea to us that we need that 
service. We decide that we do need that service (RDY, pp. 345-346). 

As another illustration, Stietenroth testified that Ebasco’s insurance 
department places a great deal of his company’s insurance. As he 
put it: 

They go to work and put the insurances under a binder, and they will write us 
a very nice letter saying that they had done an excellent job on our behalf * * * 
would we please confirm it. We have always confirmed what they suggested * * * 
(RDY, p. 361). 

The witness testified that in general Ebasco Services is performing 
for Middle South operating companies a great many, if not most of 
what used to be performed by the old Bond & Share Co. (RDY, pp. 
344-345). He had previously listed these services as including— 
technical rate consulting services, indenture requirements, fiduciary fees, insurance 
and safety services, reports, and otber information for investors and others, 
United States income tax, surtax and excess-profits taxes, reports to governmental 
agencies, services of Washington office, services to sales department, services of 
industrial relations department, engineering consultation, testing equipment at 
NSES, Natchez steam electric station * * * (RDY, p. 342)., 

In response to a question, he acknowledged that ‘‘they [Ebasco] do 
everything but lick the stamps”’ (ibid.). 

Dealing with payments to Ebasco, Stietenroth testified that, as 
agent for Mississippi Power & Light, Ebasco had built three important 
steam electric stations, the latest being the Delta station in connection 
with which the service company’s fees ran to more than $1,500,000. 
He testified that, for the latest 20-month period for which he had 
figures, Ebasco’s fees totaled $1,162,918, without taking into account 
direct charges to the company. He testified further that Ebasco bills 
the company only under general categories without indicating the 
specific items of service rendered (RDY, pp. 341-343). (See table 1.) 


——_——_—_—— 


1 See infra sec. VI, p. 81 





. 
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TABLE 1.— Mississippi Power & Light Co. payments to Ebasco Services, Inc., during 
20 months, January 1953 to August 1954 
Items Total payments 
Delta steam electric station ‘ $935, 877. 31 
Technical rate consulting service es 16, 405. 12 
Indenture requirements f : : > S10 25 
Fiduciary fees aes 1, 268. 79 
Insurance and safety services 21, 497. 92 
Reports and other information for investors and others 3, 442. 39 
United States income, surtax, and excess-profits taxes 24, 770. 91 
Reports to Government agencies 1, 767. 47 
Services of Washington office 7, 204. 74 
Services of sales department 10, 424. 98 
Services of industrial relations department 2, 639. 67 
Engineering consultation : 35, 998. 20 
Testing equipment at NSES 4 . 182. 91 
Purchasing and traffic ’ 913. 68 
Services of general consultants , 30, 268. 36 
Services of research department 7, 127. 00 
Engineering research developments and practices 1, 898. 76 
Sale of Ist mortgage bonds 8, 253. 34 
Developing standard design for local offices 300. 55 
Greenville service center (renovation ; 1. 44 
Long-range system study future power supply ‘ 29, 379. 79 
Proposed office building at Indianola : 3, 266. 86 
Accounting consulting services 7 ‘ 142. 04 
System of accounts aa §. 71 
State taxes 3, 127. 18 
Preliminary design 115-kilovolt transmission line, Delta steam 
electric station to Rosedale___--_-- : 1, 967. 05 
Sales of preferred stock . : ‘ 6, 019. 88 
Retirements plan study . ; 1, 751. 57 
Cathodie protection test__- . ‘ 1, 204. 15 
Total... a : 1, 162, 918. 49 
Note.—Above figures are services only and do not include reimbursement for expenditures made for 
Mississippi Power & Light Co.’s account such as insurance premiums railroad and airplane tickets 


Finally, in response to a question as to whether Ebasco bills were 
checked, the witness said: 

Well, sir, actually, except for fussing and fuming around about it for a little 
bit, I never question an Ebasco bill because that is just unheard of and just 
ought not be done, and I have that much sense. * * * Not only me, but I know 
the rest of them have no more idea than a bat what they are approving when 
they initial those Ebasco bills. * * * We just set up a barrel of money and let 
Ebasco take whatever they consider fair (RDY, p. 344). 

In this connection the witness referred to the report of the con- 
gressional committee on section 13 of the bill which became the Hold- 
ing Company Act. The committee described this section as 
designed to protect public-utility companies against tribute heretofore exacted 
from them in the performance of service, sales, and construction contracts by 
their holding companies and by servicing, construction, and other companies 
controlled by their holding companies (RDY, p. 347). 

Data furnished by the Securities and Exchange Commission at the 
request of the committee shows that Ebasco Services, Inc., is now 
collecting fees running at more than $30 million a year. But the 
company does not furnish a breakdown of the bulk of these fees on 
the contention that they are not being collected from ‘“‘associated 
companies” and, consequently, are ‘‘confidential.”” In view of the 
whole history of holding company use of service organizations to milk 
electric operating companies, a fundamental revelation of the Fed- 
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eral Trade Commission investigation, it is extraordinary that the 
SEC has required so little essential information about what the 
financial interests controlling operating utilities are now up to. 
This will appear doubly extraordinary in the light of the section of 
this report dealing with the survival of community of interest be- 
tween Electrie Bond & Share and its former subsidiaries. 

Among the monopoly evils of the holding company era, the Federal 
Trade Commission cited: 

\bilitv of the holding company to organize separate corporations to monopolize 
certain functions that promise large profits and to acquire such profits at the ex- 
pense of the operating companies 


and 

Fees and charges imposed on the operating companies with denial to the com- 
mission (State commissions) of adequate proof of the necessity for, or cost of, 
performing such services (876-877, pt. 71—A, Doc. 92, 70th Cong., Ist sess.). 


In another volume of its report, the Federal Trade Commission dis- 
cusses this evil further in language which may be extremely relevant 
to the facts developed by the committee’s hearings concerning Middle 
South Utilities, Inc., the Dixon holding company group which is the 
reincarnation of the Electric Bond & Share subholding company, 
Electric Power & Light Co. The Commission report states: 


The fact that operating utilities are usually protected monopolies in their 


respective loeal field provides an opportunity for e ploitation of the operating 
itilities and through them of the consuming public served, if the business of 
furnishing them with equipment, supplies, construction, and services of various 
kinds is itself monopolized. Prior to holding company control the various oper- 
ating companies were free to obtain such supplies and service in the open market 
Holding companies, by virtue of their control, have destroved that freedom 


While this allegedly meant lower costs to the operating subsidiaries, there is more 
disposition to question this than ever before, in the light of disclosures as to the 
excessive profitableness of the arrangement to the holding company (51, pt. 
73~A, ibid.). 

The report shows that the total servicing income of Electric Bond 
& Share amounted to $9,373,172 in 1927 and $11,248,273 in 1931. 
These figures include $4,969,449 of profit in 1927 and $5,700,763 of 
profit in 1931, the rates of operating profit being 113 and 103 percent 
of the actual cost of service, respectively. 

In this connection we may note that Ebasco’s annual report to 
the Securities and Exchange Commission for the vear 1953 shows 
total charges amounting to $30,603,550, or about 2%, times those of 
1931. Of this total, profits before taxes amounted to $8,357,092 and 
after taxes, to $3,378,289. 


Double bookkee ping Accounting at expense of consumers 


Chief Financial Officer Stietenroth of Mississippi Power & Light 
testified that his company has at least 2 sets of books, 1 set the regular 
corporate books kept in Jackson, Miss., and the other the tax books 
kept by Ebasco at the holding company headquarters in New York 
City (RDY, p. 212). He testified further that the Mississippi 
company does not now and has never since 1927 prepared its own 
income-tax return, Ebasco does it (ibid.) 

This was all preliminary to his further testimony that the treasurers 
of the subsidiaries of Middle South Utilities, Inc., were called in to the 
Ebasco office and directed how much to transfer out of tax reserves 
into surplus accounts, where it becomes available for cash or stock 


a as 
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dividends to the holding company, and were told whether or not to 
place tax savings from quick amortization certificates in separate 
reserves for deferred taxes or in surplus available for dividends. The 
crux of this testimony is that, in dealing with the bookkeeping adjust- 
ments associated with accounting for tax purposes, it is the holding 
company working through Ebasco which dictates the accounting, 
rather than the treasurers of the operating companies and that there 
is a lack of consistency in the way the accounts are handled, not only 
as between the different subsidiaries but also as between different 

‘ars in the case of the same operating company 

mT he general purport of his testimony is to the effect that the handling 
of such accounting adjustments depends upon the regulatory situation 
in each State, the effort being to avoid giving grounds for rate 
reductions. 

Both the Federal Power Commission and the Securities and 
Exchange Commission immediately investigated the Stietenroth 
charges, the FPC investigation being the more thorough of the two 
The Power Commission staff limited its inquiry to the company’s 
compliance with the Commission’s uniform system of accounts and 
found a high degree of conformance. It found no evidence that 
Mississippi, or Ebasco on its behalf, maintains two sets of general 
corporate accounts. But, as will appear from analvsis of his testi- 
mony, Stietenroth made no charge that they did. Beyond this a 
careful reading of the FPC report shows that it substantiates much of 
what the witness emphasized, i. e., the fact that the accounting 
favored holding company, rather than rate-payer, interests 

The Securities and Exchange Commission hardly met the require- 
ments of effective regulation in the public interest. The Commission 
Chairman, supported by members of its staff, testified that, following 
Stietenroth’s charges in his initial statement to the press and his 
telegram to the SEC withdrawing his signature from certain basic 
filings of Middle South Utilities in connection with a forthcoming 
security issue, the Commission had practically accepted the company’s 
own contention that there was nothing in the charges. The Com- 
mission brushed off the charges and approved the issuance of the 
securities after a mere 15- to 20-minute long-distance talk with 
Stietenroth which got him out of bed at about 7 a. m 

In this connection it should be noted that, under questioning by 
committee counsel as to the cursory nature of the SEC investigation 
of the charges, Chairman Demmler responded : 

Of course, we have attended and examined the transcripts of the hearings 

where Mr. Stietenroth has had ample opportunity to amplify his charges (RDY 
p. 401) 
But this obvious effort to shore up their position appeared somewhat 
less than convincing when it was pointed out by a member of the 
committee that the SEC approval of the issuance of the holding 
company prospectus was given 5 days before the Stietenroth hearings 
commenced. We will have more to say about this after examining 
Stietenroth’s testimony in somewhat greater detail 

Stietenroth was aware early in his testimony that his contention 
that there were two sets of books would be challenged. In fact, the 
attorney for the holding company submitted to the committee letters 
from Haskins & Sells, holding company accountants, denying that 
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there were two sets of books. As they put it, Ebasco did have books 
but only for tax purposes (RDY, p. 231). 

In response to questions based on this claim by holding company 
accountants, Stietenroth testified as to the nature of the taxbooks 
kept by Ebasco. He said that in 1927 the Mississippi company books 
were written up by about $10 million but that the Bureau of Internal 
Revenue retained the same old property base for tax purposes derived 
from the predecessor companies. He said that all the information 

‘is now and always has been in the hands of Electric Bond & Share, 
wr Ebasco Services, Inc. * * * (RDY, p. 233) 

Stietenroth testified further that prior to the time their tax returns 
were consolidated with other subsidiaries of Middle South Utilities, 
he signed the company’s tax returns along with the president and the 
chairman of the board, but that they were filed without the property 
schedule which was supplied by the holding company after the return 
had been forwarded to the examiner in New York. Since the con- 
solidation with Middle South, however, the officers of the company 
have not signed the tax returns, but only the consent to be consoli- 
dated for tax purposes (RDY, pp. 233-234). He continued: 

Now, therefore, we were running along with two sets of books. Our books in 
Jackson and up here in New York, that is on a different basis. Now, it is per- 
fectly true that I have to furnish information, current information, and as a 
matter of fact Kbasco has a questionnaire that they send me and they say, “now 
give me this additional information in addition to your annual report.’”’ And our 
annual report is three-quarters of an inch thick, and the papers that we send must 
be 2 inches thick, and then they take this information that we send them each 
vear and they integrate it into their records that they already have, and it is a 
continuing thing (RDY, p. 235). 

Stietenroth stated that “they could not possibly prepare our income 
tax returns without keeping a set of books’”’ (RDY, p. 226). Address- 
ing himself directly to Haskins & Sells’ denial that there are two sets 
of books, he testified: 

I have said that if Messrs. Haskins and Sells says such a statement as that, after 
my full testimony that you have just had, they are splitting hairs and what they 
are practically saying is that it has to be in a certain form to be called a set of 


books I can say, also, that Messrs. Haskins and Sells knows better (RDY, p. 
237) 
Wall Street dictates accounting adjustments 

But it is in Stietenroth’s testimony concerning the way in which the 
treasurers of the operating companies were called in to the Ebasco 
offices in New York City to receive directions as to how to adjust 
their corporate books to reflect holding company purposes with regard 

to funds accumulated for tax purposes that we learn how accounting 
can serve the interest of higher dividends, rather than of lower electric 
rates, 

He testified first as to the decisions of the holding company with 
regard to accounting for Federal income-tax savings, as a result of 
obtaining certificates of necessity in connection with the construction 
of new facilities. Such certificates entitle the company to amortize 
the investment, or a portion of the investment, in such new facilities 
over a 5-year period for purposes of computing their income-tas 
liabilities. Tax savings of 7 to 8 million dollars were under con- 
sideration. 

Stietenroth testified that he and his company’s principal officials 
contended that the savings represented deferred taxes which they 
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would have to pay later and that they certainly were not profits. 
Then he was called in to New York City, along with the treasurers of 
the other operating subsidiaries, to meet in “the throne room” with: 
Forbeck, tax consultant of Ebasco; Cecil, also of Ebasco; and Canady, 
vice president, and Sanders, treasurer of Middle South Utilities. The 
Louisiana Power & Light Co. treasurer took the same position as the 
Mississippi company. In the end, according to the witness, the mat- 
ter was referred to President Dixon of Middle South Utilities, who 
decided that in the case of the Mississippi and Arkansas companies the 
savings should go into surplus, but in the case of the Louisiana com- 
pany it should go into a reserve for deferred taxes—apparently 
because the State regulatory commission in Louisiana would take it 
away from the Louisiana company as excess profits (RDY, pp. 
241-243). 

Putting the money in the surplus account, Stietenroth testified, 
made it available for dividends to the common-stock holder, Middle 
South Utilities (RDY, p. 242). 

Stietenroth testified further that Cy Youngdahl, of Haskins & Sells, 
who audit all the Mississippi company books, participated in the dis- 
cussion and that he asked Youngdahl on the side: 

Aren’t we getting a little bit flexible here? * * * you mean to say to me that 
you can certify my accounts whether net income is $500,000 more or less? 

He quoted Youngdahl as replying: 

Well, I wish you would not put it in just those words, but I will suitably foot- 
note these things so as to make it clear to the reader exactly what vou are doing 
(RDY, p. 243). 

In view of the fact that small investors and little ratepayers have 
little understanding of the intricacies of corporate books of account, 
this raises serious question as to the adequacy of the present auditing 
by accounting firms closely related to the financial powers behind such 
utility companies. Further investigation of the entire industry is re- 
quired to determine what should be done to meet such situations. 

Subsequently, Stietenroth testified, Middle South Utilities’ Secre- 
tary-Treasurer Sanders called him and said that they had decided to 
go back to the accounting for this item that Mississippi had recom- 
mended (RDY, p. 244). He said: 


O. K., now Mr. Sanders had a change of mind. Now we are going back and do 
that which all of us * * * had been contending for in the first place. 


He continued: 


- 


So the point that I particularly want to make * * while I agree absolutely with 
what was done, I had no part in reaching the decision. 
He considered this an example of Wall Street dictation (RDY, p. 245). 
Stietenroth’s account of the second instance of the treasurers of the 
operating subsidiaries being called in to receive directions as to ac- 
counting for funds accrued for tax purposes, In such a way as to swell 
the funds available for dividends to the holding company, concerns 
the regular overaccrual of amounts required for Federal income taxes. 
According to the witness, the meeting called by holding company 
treasurer Sanders was for consideration of the question of ‘removal 
from the accrued taxes of any balance which did not represent true 
liabilities.’ He said that neither he nor any other person could 
object 
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if we approached the matter in a proper manner, because any balance in accrued 
tares that does not represent true liabilities does represent hidden profits or hidden 
surplus, [Italics added.] (RDY, p. 270.) 

He testified further that there were some ‘$5 million in these accrued 
tax accounts over and above the liabilities of the several companies” 
which, he said, had cost ratepayers about $10 million, because the tax 
would — been 50 percent and the $5 million was left after taxes 
(RDY, p. 271). He then described the prolonged discussion of how 
much of this should be shifted to surpluses, in which the treasurers of 
some of the other operating subsidiaries stated they were depending 
on the holding company treasurer to play square with them on the 
matter of handling the tax reserve because they did not have the 
figures to work with (ibid. ) 

He testified that the meeting included Forbeck, of Ebasco; Young- 
dahl, of Haskins & Sells; Flowers, of Reid & Priest; and representatives 
of the four operating subsidiaries; that the general idea was to transfer 
the hidden profits represented by ove ‘raccrual of taxes into surplus; 
and that there was no issue over the accruals for the years 1949-50 
because the statutory time for questioning the payments for those 
vears had run out. He testified further that, out of the $1,400,000 in 
Mississippi Power & Light’s tax reserves, he raised no objection to 
shifting about $385,000 to surplus; that he had in fact already removed 
$213,000 of that amount and had intended to remove the balance up 
to the $385,000 figure by December 31, 1954; but that he had objected 
to removing the remainder of the $1,028,000 on which the holding 
company was insisting (RDY, pp. 276-280). The amount in excess 
of $385,000 represented assumed overaccruals for the later vears for 
which the taxes had not yet been reviewed by the Bureau of Internal 
Revenue. 

Stietenroth testified that previously they had never touched their 
tax reserves before the Bureau had reviewed and settled the case and 
it was closed. He said that the matter of consistency in accounting 
was involved. He added that the certification of consistency is just 
as important in an auditor’s report as the certificate of accuracy and 
that he kept pressing Youngdahl of Haskins & Sells as to whether he 
could go along with this maneuver as consistent (RDY, pp. 277-278). 

He testified to another accounting inconsistency in the proposed 
treatment of these tax reserves as between two of the Middle South 
subsidiaries. According to the witness, the Mississippi subsidiary 
and the New Orleans subsidiary each had about $1,400,000 in tax 
reserves, but the New Orleans company was told to take out the 
$400,000 and leave the million—just the opposite of the instructions 
to the Mississippi company. 

He explained his understanding of the difference in treatment as 
related to the difference in regulation between New Orleans and Mis- 
sissippi. The testimony shows that there is no regulation in Missis- 
sippi. According to Stietenroth, in New Orleans the utility’s return 
is strictly limited to 9 percent and, if the million dollars were “‘ dropped 
down into their surplus account”’ then the city of New Orleans would 
have the power to recapture it for civic purposes (RDY, p. 289). 

Tar overace? uals increase dividends 

Stietenroth testified that he finally accepted the full adjustment 
under orders from the holding company. He said that he did not 
even talk the matter over with R. B. Wilson, president of the company, 
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aw 


because “long dealings in this matter spelled to me that I did not 
have to talk with him. Whatever was ordered must be’ (RDY, p. 


275). He continued: 

\ couple of davs later I did talk to Nir \W Ison and | told him what we had dor 
Words something like this came over the telephor le. what are they trving 
to do to us?’ I said Baxter I did mv best I argued by the hour.” H 
said ! know there is no use to fuss with vou about it fhen his next statement 
Was, Without me bringing it up You know what w happen to that 
dollars.’’ I said: ‘‘Baxter, I certainly do’ bid 


The withess explained to the committee what both had in their 
minds as follows: 


If vou want me to say what we both had in our minds, it would 
hort order before Middle South would have that million dollars in the for 
common stock drawit gy perce! { divide nds per annum or Ss. ai d we knew 
the same as has been done with 3 million other dollars in past years (ibid 


He testified, subsequently, that on two occasions they had issued 
to Middle South Utilities common stock which was in a sense a stock 
dividend. He said 


rhe amount on one occasion was $1 million on another occasion $2 1 
at I eal SA i nore ould t 
Lcco ite he capital acce ind the we W bye pa ) peres 
i RDY, p. 279 


Stietenroth’s testimony makes it clear that accounting decisions 
made at Ebasco offices in New York result a regularly IT) ¢ onsiderable 
amounts, which the operating companies had set up on their corporate 
books for tax purposes, finding their way back into surplus profits 
available for dividends to the holding company In other wor in 
the annual reports watched by regulatory officials, these amounts had 
wap pe ared as legitimate expenses chars ed to ratepayers 

In simple terms, at the end of each year the operating company set 
up as a tax expense more than it needed to pay taxes, the amount 
going into a reserve for tax purposes. The company 's net profit, as 
reported to the State commission, was thus made to appear lower than 
it really was. Then 3 to 5 years later, in the holding company office 
in New York City, a decision was made as to how much excess-tax 
funds had been accumulated and the excess was transferred to the 
company’s surplus profit account, with the officers of the company 
notified to that effect 

Here again we find that one of the evils of the holding company era, 
exposed by the Federal Trade Commission, has not been corrected 
although the Public Utility Act of 1935 has been on the books for 
nearly two decades. In its summary of such evils the Commission’s 
1935 report says: 


Some holding company groups retained for themselve nillions of dollar 
colleeted from certain of their operating companies for Federal income 
882, pt. 72-A, ibid. 


The name of Electric Power & Light Co. has been changed lo 
Middle South Utilities, Ine. But, according to the evidence before 
this committee, the practices and evils associated with the old holding 
company are still being carried out through the offices of Ebasco 
Services, Inc., wholly owned subsidiary of the former top holding 
company, Electric Bond & Share Co. 
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Other milking operations 

Stietenroth testified that the extravagant operations of Mississippi 
Power & Light Co. should be cut out and electric rates should be 
reduced millions of dollars. He urged that the company’s officers and 
directors should be allowed to manage the properties for the joint 
benefit of the ratepayers, employees, government, and investors, 
“including the one and only stockholder.” He added: 

I do not think that the properties should be operated in large measure for the 
exclusive benefit of the one and only stockholder, Middle South Utilities, Inc. 

RDY, p. 194.) 

He testified to series of relatively small items of expense including 
maintenance of two lodges, entertainment, advertising, and political ‘ 
operations, involving efforts to eliminate public or cooperative competi- 
tion, which he said represented a cost to ratepayers. He noted that 
the entertainment charged to operating expenses generally included 
an item of ‘‘miscellaneous’’ expense which covered the compzeny’s 
liquor bills in a dry State. He speculated on whether “the little 
ratepayers realized that they really could afford and were being forced 
to pay for such goings on” (RDY, p. 195). He addea: 

Electric rates will extract the people’s money just as surely as taxes. (RDY, 
p. 196). 

The witness submitted a copy of the annual report of the Missis- 
sippi Power & Light Co. for the year ended December 31, 1953, to the 
Securities and Exchange Commission, covering contributions, public 
relations, dues, and advertising. This will be discussed at a greater 
length below. But the totals should be noted here as representing 
costs ultimately paid by ratepayers. The figures are as follows: 

Items Amounts (1958) 
Expenditures, direct or indirect, for the account of any citizens or tax- 

pavers groups or public relations counsel - - - - . $17, 960. 55 
Contributions, dues, or other payments to social, educational, pro- 

fessional, trade, or other similar organizations ~ . 86,347.33 


Payments to newspaper press associations, newspapers, Magazines 
or other publications . 121, 258. 85 


Total a sibel : ._. 174, 566. 73 


Stietenroth testified that the $3 million in stock, which Middle 
South Utilities received without paying for it, i. e., as a stock divi- 
dend, actually came from ratepayers because surplus earned from rates 
was transferred to capital account (RDY, p. 325). He added: ; 

I say it came from ratepayers, and in order to have this 3 million in the surplus 
account, the ratepavers didn’t pay 3 million but paid considerably in excess of 6 
million, because of the income-tax leverage on it and I hope that I am making 
myself clear (RDY, p. 326). 

The witness said that Middle South did not look on this as a gratu- 
ity, explaining that Mr. Sanders, treasurer of the holding company, 
had said to him on several occasions- 
right frankly, and in order that we had a proper understanding of our relation, 
and without meaning impoliteness to me: ‘‘Let us don’t forget that I own you” 

(ibid.). 

Stietenroth testified that the company had been paying 9 percent 
cash dividends on its common stock since about 1946, shortly after 
the Federal Power Commission had ordered the company to remove 
the writeups from its capital accounts. Asked to give the committee 
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some insight into how dividend rates are fixed and how the figure of 
9 percent was arrived at, the witness replied that the matter was 
brought up by Paul Canaday, then vice president of Eleetric Power & 
Light Corp., when he was down in Mississippi in about 1946. He 
discussed the matter of dividends with R. B. Wilson, then executive 
vice president of the company, Stietenroth, and probably W. O. Hill, 
then assistant secretary-treasurer who succeeded Stietenroth when 
he was fired. According to the witness: 

The matter of 9-percent dividends was brought up by M1. Canaday. I know 
that Mr. Wilson and I were shocked to think that we were going to undertake to 
pay such a dividend. We argued that we could not do it. It was politically 
inexpedient to do it. After we had just argued the point at some length, I think 
that Mr. Canaday was in exasperation with us. To lend emphasis to his words, 
he just sort of set aside the papers that he had and he said to us words of this 
nature: “You have said that you do not know whether or not you can pay 9 
percent or not. Well, frankly, I do not know, either, but I will tell you one 
thing. We are going to find out because we are going to try And I will tell you 
something else. If the old cow can’t give the milk, we will just butcher her’’ 
(RDY, p. 479). 

To the question, who was the old cow, the witness responded: ‘“The 
old cow was the Mississippi Power & Light Co.” 


How Stietenroth charges stand up 


The various responses and reports following investigation of 
Stietenroth’s charges against the accounting practices of Mississippi 
Power & Light, while placing emphasis on the propriety of the account- 
ing under the applicable laws, tend to add emphasis to public-interest 
implications of his testimony. These responses include the letters of 
September 25 and 27, 1954, from Haskins & Sells, accountants for 
the holding company group (exhibits 4 and 5, RDY, pp. 617, 618), 
the testimony of Chairman Demmler of the Securities and Exchange 
Commission and his associates, and the report of C. W. Smith, Chief 
of the Bureau of Accounts, Finance, and Rates of the Federal Power 
Commission, which ordered a quick check of the company’s account- 
ing following the testimony of Stietenroth. 

The Haskins & Sells letters reaffirmed their certificate with respect 
to the company’s financial statements for the 5 years ended December 
31, 1953, as included in the registration statement filed with the 
SEC in connection with the proposed exchange of preferred stock. 
These financial statements include the adjustments in reserves for 
Federal income taxes, net operating revenue, net income, and surplus 
accounts which, according to Stietenroth’s testimony, were made as 
to the last 3 years without adequate basis. 

Thus, the accounting firm found these adjustments ‘‘in conformity 
with generally accepted accounting principles applied on a consistent 
basis,’’ without answering Stietenroth’s charges that such adjust- 
ments in the case of the final 3 years, for which there had as yet been 
no settlement with the Internal Revenue Bureau, were not consistent 
with the regular practice of the company and, further, were not made 
consistently as between two of the Middle South subsidiaries. 

One paragraph from the Haskins & Sells second letter is significant 
as supporting Stietenroth’s more general charge as to the adverse effect 
of these accounting practices on ratepayers. It says: 

The liabilities for Federal taxes on income which the companies originally 
recorded in their books for the 5 years ended December 31, 1953, covered maximum 
indicated requirements and, of course, were subject to adjustment. In 1954, 
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ollowing examination of the tax returns, the liabilities for the first 2 years were 
settled and the final amounts were less than those originally recorded in the books 


It thus became necessary to adjust downward the amounts originally recorded as 
tax liabilities for those vears and this was done [NOTE Stietenroth concurred in 
this At the same time the amounts originally recorded as tax liabilities for the 
3 subsequent years were adjusted downward, upon the basis of the latest informa- 


available (exhibit 5, RDY, p. 618 


This actually means that as a regular practice the company over- 
accrued taxes, thus charging excess taxes to ratepayers as expenses, 
subsequently transferring the excess to surplus profits where they 
became available, as Stietenroth charged, for the equivalent of stock 
dividends. Perhaps this should be considered one of the methods 
Middle South Vice President Canaday had in mind when he said they 
were going to find out whether the old cow could give milk. The 
following table, comparing Mississippi Power & Light’s net operating 
revenues and net income for the 5 years in question, as reported to the 
Federal Power Commission at the end of each year and as adjusted in 
the registration statement filed in October 1954, provides a concrete 
picture of what Stietenroth and Haskins «& Sells are describing. 


TABLE 2 Vississippt Power & Light Co. 
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lt will be noted that the amounts, by which annual profits as reported 
in the prospectus are higher than those reported to regulatory commis- 
sions, range from $102,268 in 1952, after putting the figures for that 
vear on a comparable basis, up to $405,914 for the vear 1951, the first 
vear for which the tax books had not vet been closed. The total for 
the 5 years is the $1,028,000 to which Stietenroth testified. These 
amounts, so far as the company’s annual reports were concerned, 
represented hidden profits. And we will note below the comment of 
the Federal Power Commission staff that such consistent overaccrual 
is not good practice. 

Here the important thing to note is that Haskins & Sells give no 
more explanation of how the adjustments questioned by Stietenroth, 
ranging from $405,914 in 1951 down to $102,268 in 1952, were arrived 
at than Forbeck, Ebasco tax expert, was able to give the company’s 
former chief financial officer. According to this accounting firm, it is 
merely ‘upon the basis of the latest information available.” 

The question naturally arises whether the facts set forth in the above 
table do not warrant the conclusion that the charging as an expense 
and crediting to reserves of a total of $1,110,000 for Federal income 
taxes, which may be spread over a period of perhaps 40 years as a 
result of quick amortization certificates, has not provided the com- 
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pany with a tax reserve cushion which allows it to anticipate by 
3 years the time when it can transfer tax overaccruals to surplus. 

Actually, as pointed out in the Federal Power Commission staff 
report, the company stopped such overaccruals in 1954. This raises 
the question whether the free capital which the company will obtain 
from the tax savings under quick amortization certificates, on which 
it can continue to earn a return of perhaps 6 percent, may not pro- 
vide it with hidden profits which it has previously obtained by over- 
accruing taxes. 

Haskins & Sells may be accurately reflecting the fact that the 
adjusted figures afford a more honest picture of the company’s 
profits than those originally set forth in the annual reports of the 
company which influence regulatory bodies. But this merely empha- 
sizes the fact that the practice of overaccrual of taxes is at the expense 
of rate-payers, the point which Stietenroth made. 

The Haskins «& Sells letter of September 25 also states that the 
company’s books are kept at its general office in Jackson, Miss., and 
that “we know of no other ‘set of books’ kept by or for the company.” 
But the letter goes on to state that the company’s tax returns have 
for many vears_ been scence by Ebasco Services, Inc. (Electrie 
Bond «& Share Co.) and that 


because the provisions of the tax law and Government re tions are complex, 
and because they differ from ordinary commercial pract in many details, it is 
necessary for Ebasco Services, Inc., to prepare and n Vari or Lpers 
in order to produce the tax re rns. [Italics added.] Exhibit 4, RDY, pp 
617, 618 


Although the letter continues to the general effect that these work 
papers do not constitute a “‘set of books” and that ‘‘the whole arrange- 
ment in connection with the preparation of the company’s tax returns 


is @ common business prs wctice,”” (exhibit 5, RDY, p. 618) the deserip- 
tion of the records kept by Ebasco in New York dee ‘s not conflict with 
Stietenroth’s more detailed description of what is going on. And, 


where the second set of records is kept at the holding company head- 
quarters in New York, the disparity between income tax and com- 
mercial practice may well have an adverse effect on the effectiveness of 
rate regulation and implement the holding company desire to milk the 
subsidiaries to the oreatest possible extent permitted by regulatory 
authorities. 

The Middle South prospectus for its proposed issuance of 475,000 
shares of common stock, dated in September, 1954, indicates that the 
overaccrual of taxes involved very considerable amounts for the 
consolidated holding company system, the decreases in provision for 
taxes totaling $1,085,000 for 1949; $1,251,000 for 1950; $1,128,000 for 
1951; $665,000 for 1952; and $549,000 for 1953, or a 5-vear total of 
$4,678,000. After supplemental reserve provisions, and certain other 
adjustments Middle South received a net addition to its surplus profits 
available for dividends totaling $2,429,283, as noted in the Haskins & 
Sells letter. 

We have already noted the finding in the re port of the Federal Trade 
Commission that “some holding company groups retained for them- 
selves millions of dollars collected from certain of their operating 
companies for Federal income taxes.” 

In response to the committee's request, the chairman of the Federal 
Power Commission supplied copies of a memorandum of October 20, 
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1954, submitted by C. W. Smith, Chief of its Bureau of Accounts, 
Finance, and Rates, reporting on its investigation of Stietenroth’s 
charges. Copies of this report are part of the committee’s files. 

The Commission’s inquiry ran to the accounting matters containe: 
in Stietenroth’s testimony. According to the memorandum “inquiry 
into Mr. Stietenroth’s charges of domination and control by the hold- 
ing company, Middle South Utilities, Inc., and Wall Street, were not 
within the scope of the review.” 

The Commission staff, like Haskins & Sells, reported ‘no evidence 
that Mississippi or Ebasco on its behalf, maintains two sets of general 
corporate accounts.” But, like Haskins & Sells, it reported that 
Kbasco does maintain ‘certain records, showing the cost of certain 
properties of Mississippi and the details concerning depreciation 
claimed thereon.’’ The report continues: 

These records are required, whether they be kept by Ebasco or by Mississippi. 
They are tax records in that they are kept solely for Federal income tax purposes; 
they are not general corporate books of account in any substantive sense. 

Here again, full understanding requires reference back to Stieten- 
roth’s full testimony, which does not claim the keeping of two sets of 
“gene ral corport ate books of account. 

The Commission. staff had previously outlined the way in which 
Ebasco prepares the consolidated income tax returns for Middle 
South Utilities and its subsidiaries, and noted that ‘Mississippi saves 
taxes through joining in the consolidated return.’”’ In view of the 
fact that the savings in taxes are not reflected in the annual reports of 
the operating companies and find their way back into surplus accounts 
only after several years, it becomes clear that the method of accounting 
tends to benefit the holding company at the expense of the ratepayers. 

The Commission staff found that, with one exception, the general 
corporate accounts kept by Mississippi, conform with the accounts 
prescribed by the Commission. That exception is significant. Dona- 
tions to religious, charitable, educational, relief, and similar organiza- 
tions, amounting to $67,428 in 1953, were charged to an operating ex- 
pense rather than a nonoperating expense account, resulting “in an 
understatement of operating income, an important item in the regulation 
of rates.”’ [Its alics added. 

The Commission report confirms Stietenroth’s testimony as to the 
$1,028,026 transferred from the Mississippi company’s income tax 
liability account to earned surplus, purporting to adjust for overcharges 
to the tax expense account for the vears 1949 to 1953, inclusive. It 
found similar adjustments totaling $337,880 as a result of overhcarges 
in 1947 and 1948. After remarking on the difficulty of estimating 
taxes accurately shortly after the end of any fiscal year, the report 
continues: 

Consistently overcharging taxes, however, particularly in the public utility field where 
income taxes have a most significant impact on rate levels, is an unsound practice. 
[Italics added. ] 

The Commission staff confirmed Stietenroth’s testimony of retainers 
paid to 24 lawyers or law firms in the year 1953. It did not, however, 
find the total amount large enough to warrant an investigation to 
determine whether some of the fees were paid for other than legal 
services. As will be shown later in the report, under the general 
caption of public relations and political activities, the real issue is not 
the amount of the fees but their purpose. 
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The Commission staff did not find any irregular accounting for the 
costs of advertising, but did confirm the fact that “the company adver- 
tises widely in Mississippi, using radio, newspapers, and other media 
and, in addition, participates in area and national advertising cam- 
paigns on behalf of the Middle South area and the electric utility indus- 
try in general.’’ This will be discussed in more detail below. ‘The 
Commission report indicates total expenditures on advertising by the 
Mississippi company in 1953 amounting to $188,530. 

The Commission staff generally confirmed Stietenroth’s testimony 
as to expenses incurred by the company in connection with the dedica- 
tion of the Delta Steam Electric Station, the Newcomen dinner 
honoring Rex I. Brown, then president of the company, entertainment, 
lodges, and so forth, including ‘‘as far as the staff could learn’’ about 
$3,100 for ‘‘aleoholic beverages”’ in 1953. In general, the staff did 
not raise any issue with respect to the accounting for these items, 
accepting the company’s own explanation of the last-mentioned item 
in the following words: 

When we asked for an explanation of the purchases, the staff was advised that 
in spite of prohibition in Mississippi, it Was a widespread custom to serve alcoholic 
beverages to guests at social and certain business occasions, and that the company 
conformed to the accepied amenities in entertaining indiviaquals and groups of 
persons, particularly industrialists, Whom whey were seeking to interest in the 
Middle South area. In other words, the expenditures 


li it is claimed, were made for 
proper business purposes. 


The Commission staff confirms the testimony of Stietenroth that 
Kbasco Services, Inc., Electric Bond & Share subsidiary, has pretty 
much continued down to date the many services which it rendered 
Mississippi Power & Light when it was affiliated. It further confirms 
that the Ebasco charges in 1953 for ‘‘continuing services,’ in addition 
to what it received for consulting and special studies, and design 
engineering and construction, amounted to $110,549 The staff 
continues: 

The bills of Ebasco for the continuing services described above contain no 
details underlying the computation of the charges. In auswer to an inquiry, the 
staff was informed no detailed verification of the components of the charges had 


been made by Mississippi. In the opinion of the undersigned, the charges by 
Kbasco for the continuing services are not policed very thoroughly. They have 
the appearance of being approved automatically. In view of the long time the 


contracts have been in effect, a reexamination 


or at least a thorough verification, 
of the charges would seem to be appropriate. 


This confirms Stietenroth’s charge that the relationship of Ebasco 
Services with Mississippi Power & Light is less one of arm’s-length 
bargaining than of Wall Street domination. 

Finally, the Federal Power Commission staff notes that its investi- 
gation ‘‘was an accounting investigation only and not an investigation 
for the purposes of establishing just and reasonable rates.” It 
continues: 


In rate proceedings, it is not at all unusual to recommend that there be excluded 
from the cost of service some items which may be correctly charged to operating 
expenses in the books If this were a rate proceeding, some of the item 
tioned above, and perhaps others as well, would be recommended fe 
the computation of the cost of service 


men- 


rr exclusion in 


It then brings to light an item of expense which certainly requires 
further investigation when it says: 


Thus the share of litigation expense borne by the company ($10,184) in opposing 


the construction of a generating station by REA co-ops, with a marketing arrange- 
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ment with the Southwest Power Administration of the Department of the Interior,’ 
would be recommended for disallowance as not a proper cost to be charged to rate- 
payers, 

This expenditure represents participation by the Mississippi com- 
pany in a concerted power company effort to block competitive power 
supply for cooperative and municipal electric systems in Missouri, 
Arkansas, and Oklahoma. ‘The significance of the case will be dis- 
cussed at greater length below. Here, however, it should be noted 
that the expenditure uncovered by the Federal Power Commission 
investigation emphasizes the need for further investigation by 
Coneress. 

‘The Commission’s investigation was limited to a ‘“‘determination of 
Mississippi's compliance with the Commission’s uniform system of 
accounts.”’ Although it found a high degree of compliance on the 
part of Mississippi Power & Light, it disclosed items of expense and 
practices which require a broader inquiry to determine whether these 
expenditures and practice are consistent with the purposes of the 
Holding Company Act or the control of monopoly. 


K ( I r & Ligh ° . ) j [ck ecreta fi inte r, et al. (1 I 





SECTION II 
POWER MONOPOLY EFFORTS TO END COMPETITION 


Middl South’s subsidiarie S seek to block competition 

Witnesses from Mississippi and Arkansas testified to the vigorous 
eftorts of Middle South Utilities’ subsidiaries in those States to elim- 
inate all competition from municipal and cooperative electric systems. 
These efforts paralleled similar efforts by the National Electric Light 
Association and its various branches during the 1920’s to establish 
all-embracing private monopoly of electric power, as exposed by the 
Federal Trade Commission in its investigation extending from 1928 
to 1935. 

In Mississippi, the Middle South subsidiary, Mississippi Power & 
Light Co., was pictured by its former secretary-treasurer as directing 
its politic ‘al and other efforts at the following objectives: 

(1) The company used all the influence it could muster to block 
an REA loan making possible the setting up of an electric cooperative 
system in an area which it had not chosen to serve and in which more 
than 2,000 farms were without electric service. 

(2) When the loan was granted, the company rushed crews in to 
build “spite” lines which took enough customers away from the 
cooperative system to cause it to operate at a loss. The company 
reinforced its drive by offering the area lower electric rates than it 
was charging throughout the rest of its system. 

When a movement got under way to initiate a public power 
district in the area, in order to save the rural electric cooperative, the 
company fought it politically. It used its employees and paid others 
as vote haulers and poll watchers, and employed a law firm in the 
leading town in the area for the purpose of influencing the election, 
—— disclosing the fact that this firm was on a company retainer. 

4) The company simultaneously offered to buy out the cooperative 
ai enough to pay off all its debts, and cooperated with the Rural 
Electrification Administration under the new administration in the 
attempt to achieve this objective. 

The company similarly fought the plan of rural electric cooper- 
atives in Mississippi to combine and build their own generating sta- 
tion in order to have a competitive source of power supply in bargain- 
ing with what was otherwise a monopoly. 

(6) The company made efforts, some of them successful, to take 
over municipal electric systems under long-term leases. 

In Arkansas, the Middle South Utilities’ subsidiary, Arkansas 
Power & Light Co., was pictured by former Governor Sid McMath, as 
wielding its great political influence in the State, as well as at national 
levels, to block any challenge to its power monopoly. He described 
its activities as directed at the following objectives 

(1) Blocking the building of dams as a part of Federal river-basin 
rograms. Such projects as have been undertaken were over its vio- 
font opposition. 
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2) Blocking the building by the rural electric cooperatives in north- 
ern Arkansas of their own generating station financed by loans from 
the Rural Electrification Administration. 

3 Blocking the selection by the Federal Government of the 
Spartan Aircraft Co. for a proposed expansion of aluminum production 
because the company proposed to build its own powerplant; and 
securing the selection of Reynolds Metals Co. with assignment of the 
Bulls Shoals project power to Arkansas Power & Light Co. for resale 
to the aluminum company. 

Before undertaking a more detailed analysis of the evidence of this 
Middle South Utilities campaign against all forms of competition we 
should note the irony of the power company’s capture of Bulls Shoals 
power. The Bulls Shoals project had been constructed, over the 
bitter opposition of Arkansas Power & Light Co., solely as a result of 
the efforts of the rural electric cooperatives to secure it as a source of 
low-cost power supply to meet their growing power requirements. 
Instead, on the contention that the power is needed to meet defense 
aluminum requirements, the company has obtained the marketing 
of the power at a profit which constitutes a virtual subsidy from the 
Federal Government. 

Vississi ppi compan / strike s at rural coo pe rative 

Turning to the Mississippi phase of the Middle South monopoly 
drive, the Mississippi company’s former secretary-treasurer, Stieten- 
roth, described the “tooth and nail” fight to stop the loan to the rural 
electric cooperative RDY, p 290). When the loan had been granted 

the cooperative and it was in business, he testified, ‘‘we sent con- 
struction crews into this area and we built lines in every direction. 
And I will say the people who formerly had not been able to get 
service from us « ould vet service om He adi | “dl: 


The constructio rews were to build what the opposition would call spite lines; 
hat is not my description of them We had just come to the point where we 
hat we were going to have to cover the area or the co-op was going to do it, 
vere prepared and we had the forces and the monev so we just poured 


he area (RDY, p. 291 


Stietenroth testified that they were building lines where they had 
never been willing to build them before. He said that the company- 
wide rule of justification for such construction on the basis of economic 
feasibility was suspended for this purpose (ibid). Explaining the 

sult, he said that the cooperative “said that they were going to get 
some 2,300 customers, and they never got but 1,600” (ibid) 

The testimony with regard to the Mississippi company’s effort to 
block, bankrupt, and take over this rural electric cooperative reveals 
in striking manner the important part plaved by the REA program 

bringing electricity to the country’s farms. The effectiveness of 
ompetition as a stimulus to what would otherwise be a private electric 
monopoly is definitely illustrated 

(he witness described the situation before the cooperative came as 

in Which the company had lines only along the principal highways 
id in the areas of customer density. But there were areas inside 
1e overall area which were not served at all (RDY, p. 292). He 
urther that the company is basically interested in service 
| areas, characterized b “hich density and pretty 
ood Isiyere Hy added 
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If it were not for the pressure of REA, I expect that we would not be out in the 
farm area hardly at all, except in those areas where there was pretty good den- 
sity * * * or pretty high usage (RDY, p. 297) 

In spite of this situation the company did everything possible to 

block the REA loan to the cooperative which would provide for full 
electrification of the entire area. In the words of the witness: 
We fought the formation, the granting of the loan, because if those folks could 
not get the money they could not get the business, that is for sure * * * and 
I don’t know how many visits were made to the offices of the national REA * * * 
to show * * * that we were already serving the area (ibid 

In regard to the discriminatory lowering of rates to undermine the 
cooperative competition, the witness testified that 
this lower billing existed nowhere else in our entire property, except within the 
little area you can just draw a line around the North Central Mississippi Electric 
Power Association (RDY, p. 294 

In response to the question whether the Mississippi Public Utility 
Commission did not require some uniformity of rates, the witness 
replied: 


There is no State commission in the State of Mississippi that hes jurisdiction over 


either electric, gas, or water publie utilities. The statutes of Mississippi provide 
in a rather indefinite and vague sort of way that each municipality may fix 
maximum rates. As to the areas outside municipalities, it is Just wide open 


(RDY, p. 296). 


Responding to a later question as to whether there was anyone to 
protect power consumers in Mississippi, he answered: 
Now we do have TVA above us, and we do have some co-ops all around us, and, of 


> 


course, that gives some people a little bit of protection (RDY, pp. 340, 341 


His previous testimony had made it clear that the company’s drive to 
block or bankrupt this particular cooperative was due to the fact that 
it was adjacent to the TVA area where it could secure an independent 
source of power supply. This came out in response to the question 
whether this treatment of the North Central Mississippi Cooperative 
was in line with the general policy of the holding company. He said: 

I am sure that every important thing that we ever did has been cleared with 
Middle South Utilities, including particularly whatever we have done in this area, 
because we were just frightened to death that little co-op would be suecessful and 


the location of the co-op physically was a true hazard. Now we have co-ops all 
around us, and we live with them pretty good, but here is one that is adjoining 
Tennessee, and adjoining northeast Mississippi, and, in other words, this was 


moving the wall back into Mississippi, and this was one that should have special 
treatment (RDY, pp. 300, 301 

Stietenroth testified that Mississippi Power & Light was out to 
wreck this cooperative if they could (RDY, pp. 298, 299). He had 
previously testified to having seen the little electric power association’s 
balance sheet and that it was losing money every month ‘‘because 
th Af could never get enough customers to get revenue to make both 
ends meet.”’ He added: 
And we contributed very heavily to that in tl 
area and built lines in every direction, and made this special rate concession and 
gave super-duper service (RDY, p. 300 


y+ 


we just sort of 


The witness testified that his company had written a letter offering 
to take over the cooperative ‘dock, stock, and barrel” and enable 
to pay off its loans and debts. He continued: 

I have heard it said that the national REA folks * * are perfectly willing 


o go along with that program and they thought it was politically inexpedient for 


+ 
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them to step in exactly, but they have indicated their willingness to go back and 
review the situation * * * and see if there was not some misuse of funds, so as 
to get leverage on those folks in Mississippi that would make them see the light, 
and decide to go ahead and sell out to Mississippi Power & Light (RDY, p 299). 

He stated that he had learned of the new cordiality of the REA 
toward the company at their regular Monday staff meetings. He 
added that 
particularly when a description would be made of the current cordiality with 
national REA, these words would be said: ‘‘Now that is not to go out of this 
room’’ (RDY, p. 301). 

Company seeks to block public power district 

Stietenroth, who had served for years as the chief financial officer 
of Mississippi Power & Light Co., testified further that the people in 
the northeast area of Mississippi, when they saw that the cooperative 
“was going to fold’”’ decided to set up a public power district which 
could include urban, as well as rural, areas. He described how the 
company moved in, trying to show first that the necessary election 
should not be held. Then, when the election favored setting up such 
a public power district, the c ompany took a series of steps to block its 
organization. According to the witness, the ag is still pending 
in court under a quo warranto proceeding (RDY, p. 306). 

The witness described in some detail the steps take n by the company 
to prevent establishment of this proposed public power district. He 
said the company already had attorneys in the area and employed 
several more. After the necessary petitions calling upon the boards 
of supervisors to call an election on the issue had been signed, they 
contested it before the boards (RDY, pp. 306, 307). Then, when it 
was evident that the elcetion would be held, they sent in 26 of their 
employees who originated in the area to “discuss the thing and tell 
the folks the facts” (RDY, p. 306). They were paid their regular 
wages and expenses. Then, in connection with the election itself, 
they employed local poopie in the capacity of ‘poll watchers” and 

“voter haulers’ (RDY, p. 307). 

Stietenroth identified ae the record a voucher entitled “Senatobia 
Special,” dated July 22, 1954, for $959.90, covering 37 “little cash 
vouchers” that read in general ‘‘Labor at the polls, $20” (ibid.). He 
testified that he was scared about this voucher so he had Garner W. 
Green, the company’s general counsel, write on the back “approved 
by Garner Green.’”’ He said it was actually a request from the 
company’s Senatobia office to re a. them for the $959.90 which 
they had already spent (RDY, p. 308). 

Details of the individual eee be rs showed that a number of them 
included cost of car mileage as well as $20 for labor at the polls, and 
that they were in general signed by the company’s local managers 
and approved by C. P. Hester, division manager in the area of 
Hernando (RDY, p. 309). There were also vouchers for refresh- 
ments for employee meetings and a guest check from the Gulf Trail 
Lodge ‘‘amounting to $55.64 for four steaks and salads, and cigarettes 
and drinks and on and on and it is approved by C. B. Hester’ (RDY, 
p. 310). 

Stietenroth testified that, to the best of his recollection, the money 
was first advanced to the division manager in the amount of $1,000 
and that the voucher was submitted to clear his advance (RDY, 


p. 311). 
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In response to a question whether the new lawyers put on in north 
central Mississippi 
were put on for the purposes * * * of anv legal matter ir onnection with the 
Mississippi Power & Light Co.’s operations, or were they for political influence— 
the witness replied: 


We actually employed one person up in northeast Mississippi that was active 
in the legal aspects of trying to prevent the organization of the Northwest Mis- 
sissippi Publie Power District 


But I know of one oceasion * where we paid a retainer fee to a firm of 
lawvers in the citv of Senatobia, just as one illustration that comes to my mind, 
which in my opinion was for no other purpose than to keep the atmosphere such 
that we would accomplish whatever we were trying to do politically (RDY, p. 


313). 

To the question whether Haskins & Sells, the auditors for the Middle 
South Utilities group, had ever protested the charging of such political 
expenses to operating expenses, Stietenroth answered that this firm, 
“in the person of Lewis Drewell and probably George Conroy had 
been down to the company’s offices in recent days.’’ He continued: 
This particular voucher that I had photostated there was in the reeord 
there; vet they have come out and said, ‘“‘everything is all right’”’ (RDY, p. 31 
Other actimi tie 8 to curb publie com pe tition mn Vississippi 

Stietenroth testified to an active campaign of the company to bring 
municipal plants in the State under lease. He said that during the 
last vear or so they had leased such plants in Gloster, Prentiss, and 
Mendenhall, that they were negotiating quite actively with some other 
municipalities, and that all the rest of the municipally owned systems 
were receiving attention (RDY, p. 311 

The witness testified further that the Mississippi company had been 
quite active in trying to prevent the rural electric cooperatives from 
forming an association to generate and transmit power “to sort of 
serve themselves.”’ He said that one of the devices “‘used to prevent 
any generation ever being constructed by a co-op is that we give them 
a rate that we describe amongst ourselves as a subsidized rate.” He 
continued: 


Now the rate is such that it keeps the co-ops dependent upon the comps for 
their source of power and we try our dead level be » tl hem up w } I 
contract for long periods of time (RDY, p. 312 


Arkansas company blocks cooperative steam station 

A former Governor of Arkansas, Sid McMath, testified that the 
principal block to the economic development of Arkansas has been 
the opposition of the private power interests to the building of dams 
and other power generating facilities for the production of low-cost 
power. Arkansas, he said, must have low-cost power for development 
of its economic potential. Because of this opposition, he continued, 
the great potentials of the Arkansas and White Rivers haven’t passed 
the planning stage. He testified further that the only two major 
dams in Arkansas, Bull Shoals and Norfork, were constructed over the 
violent opposition of these interests and that development of the 
Arkansas River had been obstructed by the same power interests that 
opposed any dam or generating plant that they, themselves, could not 
exploit (RDY, pp. 500-502). He said: 


Pe rhaps the best example of the electric monopolv’s tacties of obstruction 
occurred in their suecessful opposition to the building of a steam generating plant 
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at Ozark, Ark., by a group of REA cooperatives As soon as the REA co-ops 
applied to the Government for a long-term loan to construct this facility, private 
power interests moved in with all their might and influence to block the loan 


RDY, p. 502 


The importance of this proposed steam-electric station to the co- 
operatives is indicated in a letter of December 20, 1948, addressed to 
Governor MceMath by Thomas B. Fitzhugh, counsel for the Arkansas 
State Association of ( ‘ooperatives. MeMath offered this letter for the 
record. It calls attention to the fact that the 18 rural electric co- 
operatives represented by the association serve 70,000 farm families 
and would ultimately serve about 150,000. It emphasizes the vital 
interest. of the cooperatives in the earliest possible development of 
hydroelectric projects in Arkansas and their desire to integrate the 
proposed steam plant with the hydroelectric power already under 
development (RDY, p. 503). According to Fitzhugh: 

The Arkansas Public Service Commission on many Occasions has been hostile 
to the REA program. We know that any action that curtails expansion of gen- 
erating capacity or extension of electric service in Arkansas is detrimental to 
the welfare of Arkansas (ibid.). 

The record shows that the Arkansas Public Service Commission 
under Governor Sid MeMath gave the necessary authorization to 
permit construction by the rural electric cooperatives of the proposed 
Ozark steam-electric station but that Arkansas Power & Light so far 
has blocked the undertaking in the courts. 

Governor MecMath testified that the power interests brought every 
bit of pressure they could muster to bear upon Claude R. Wickard, 
then Rural Electrification Administrator in Washington, to persuade 
him to deny the loan for this cooperative generating station (ibid.). 
But the Governor was notified by wire, dated November 6, 1950, 
that a loan of $10,558,000 had been granted to the generation and 
transmission cooperative for construction of a 30,000-kilowatt steam 
plant at Ozark and 544 miles of transmission line (RDY, p. 505) 

The witness testified that thereafter it was necessary for the Arkan- 
sas Public Service Commission to grant a certificate of convenience 
and necessity before construction of the plant could begin and that 
the tremendous pressure exerted on the commissioners by the com- 
pany ‘“‘passed all bounds of propriety” (ibid.). He testified to the 
threats to his political career which followed and of how these threats 
were carried out by the company. This evidence is analyzed in 
detail in a subsequent section on “public relations, politics, and cor- 
ruption” in the power industry. Here we merely note the Governor’s 
final words with reference to the Ozark steam plant. He testified: 


The end of the Ozark steam generating plant episode is interesting My 

Pub! . I l C¢ Lilhissioh grat { L the cert neat of Con n1ence and necessit ’ 

r, the A. P. & L. and other utilities in the State ecured an injut ion in 

the courts of Arkansas and prohibited the building of the plant on the grounds of 

egal technicality, a deficiency in the original REA Act passed in 1937. Che 

‘ ( of the lower court wa pheld by the Supreme Court of Arkansas early 

1953 after I had left office as governor it would have been a simple matter 

to pass corrective legislation in the 1953 legislature and the construction of the 

Ozark plant could have proceeded immediate! But passage of this corrective 
la as blocked | A. ee Therefor \. P. & L. sueceeded in 

ofl eep the farmers of Arkansas from g rating their own low-cost electric 

| rived the State of Arkar of 30,000 kilowatts of badly needed 


elect t RDY. pp. 509, 510 
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The record of the proceedings before the Arkansas Public Service 
Commission shows that, in opposing the cooperative application for 
a certificate to build the Ozark steam station, the company based its 
position in part upon the contention that the certificates and franchises 
under which it is operating give it a monopolistic right to supply power 
in the areas which would be affected by the proposed project. 
Arkansas Co. blocks competition in connection with aluminum production 

Governor McMath testified to a further example of the use by 
Arkansas Power & Light of its influence to maintain monopoly involv- 
ing the Federal program for expansion of aluminum production to 
meet defense requirements. McMath’s testimony shows that the 
company succeeded in killing 3 competitive threats to monopoly 
with 1 stone. This achievement included blocking the entrance of 
a new competitor into the field of aluminum production, preventing 
the construction of an independent, industry-owned steam station 
using natural gas to produce low-cost energy for this expansion in the 
country’s aluminum output, and grabbing the output of the Federal 
Bull Shoals hydroelectric plant away from the rural electric coopera- 
tives, for resale to Reynolds Aluminum Co. at a profit. 

Mr. McMath testified that the result of this Arkansas Power «& Light 
coup was adverse to the interest of the State of Arkansas because it 
prevented the State from obtaining a fully-integrated industry which 
would not only mine Arkansas’ great bauxite reserves and process 
them, into aluminum, but would also fabricate the metal into alumi- 
num locally, rather than shipping it out of the Stete for fabrication in 
other States. This evidence shows how monopolistic interests stand 
in the Way of local economic development where the resources are 
located. 

McMath offered the committee a CcOpy of his letter of October 8 
1951, to President Truman, outlining the State’s interest in the appli- 
cation of Spartan Aircraft Co. for the establishment of such an inte- 
erated aluminum plant in Arkansas (RDY, p. 512). He testified that 
the governmental agency having jurisdiction over aluminum produc- 
tion was the Defense Materials Production Administration, with Jess 
Larson as chairman, and that they were encouraged to believe that 
the Administrator would act favorably on the Spartan Aircraft appli- 
cation. He continued: 


This application was approved by the ited States Department of Justi 
Antitrust Division and bv the Department of the Interior The Antitr Din 
sion was interested in breaking up the monopolies of the Big Three in the aluminum 
field and favored a poliev of encoura ndepende { nter Py 1 H 
Graham Morison, head of t Antitrust D ad | atemet! While 
quick production for the defense effort mig 
Big Three, the long-range pr 
concerns.’ Morison also stated at ne LEV é i 
with independ companies it 


num (ibid 


McMath testified that the Spartan Aircraft Co. planned to produce 


its own power in a steam generating plant using gas from its own 
fields. He added: 
It was this feature of the Spartan Co.’s plat peration irl 


tiol of the A. P «& L if col anv ha ) hat 
in no additional power produ T Arkansa nt t 
transmitted and sold by it (RDY, p. 514). 
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He continued: 


The power company saw an opportunity to accomplish a twofold purpose. 
First, prevent the building of the Spartan Aircraft steam generating plant and, 
second, acquire the power from Bull Shoals. They could accomplish this purpose 


by blocking the allocation of aluminum production to the Spartan Aircraft Co. 
and acquiring it for Reynolds Metals. Bull Shoals was the only power available 
in this area for the Reynolds Metals and this power would have to be transmitted 
and purchased from A. P. & L. inasmuch as the power interests had been able to 
kill appropriations for Government construction of transmission lines (ibid.). 

MeMath testified that the power companies moved in with all the 
influence they could bring to bear on Mr. Larson and blocked this 
application for aluminum production by Spartan Aircraft Co. (ibid.), 

Describing this final victory of the power companies in their battle 
over the Government’s Bull Shoals hydroelectric development on the 
White River, the witness said: 

The Arkansas Power & Light obtained the entire power production from Bull 
Shoals which was constructed for preferential customers such as rural electric 
cooperatives and municipalities The profit amounts to over a million dollars a 
vear to A. P. & L All of the financial benefit from this huge dam is now going 
to the A. P. & L. and Middle South Utilities, a company that originally opposed 
the construction of the dam (RDY, p. 515). 

Plant location used as club to eliminate competition 

Governor McMath testified that it is the policy of the A. P. & L. 
wherever possible, to take over powerplants owned by municipalities. 
He offered two illustrations of the way in — the company uses its 
influence over the location of industrial or powerplants to pressure 
city councils into turning over these munic io al electric systems to the 
company. His first illustration was directly related to the company’s 
successful effort to have the allocation of the next increase in aluminum 
production go to Reynolds Metals. 

The witness testified that, shortly after the allocation to Reynolds, 
he was visited by a committee from the board of commissioners of the 
Benton municipal light and water works system, who told him that 
officers of the A. P. & L. told them that if the city would sell out their 
municipal plant, the power company would see that Benton got the 
new aluminum industry. Governor MeMath submitted a letter from 
Superintendent Wyatt B. Crawford of the Benton municipal system, 
confirming this statement. The letter referred to a conversation with 
Paul Griffin of the Arkansas Power & Light Co., as follows: 


Mr. Griffin made the statement that “if the Arkansas Power & Light Co. 
iad a lease on the Benton (municipal light) plant, we could guarantee you the 
new Reynolds aluminum plant [ asked Mr. Griffin if he actually meant the 
Arkansas Power & Light Co. could guarantee the location of Reynolds’ plant. 
He answered me witl No, I can’t guarantee that, but we have them by the 
sleeve and are going to locate the plant in an area we serve” (RDY, p. 515). 


The letter indicated the same statement was made later before a 
member of the board of commissioners. 

MecMath testified to a similar instance in which Arkansas Power 

Light told the city council of Forrest City, Ark., that they would 
buil | a proposed new steam generating plant there if the city would sell 
their municipal power system to the company. According to the 
witness, ‘This transaction took place and the steam generating plant 
was built at Forrest City” ibid). 
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Holding company versus competition 

Thus the record shows a clear pattern of efforts to eliminate com- 
petition in connection with both the Mississippi and the Arkansas 
subsidiaries of Middle South Utilities, the principal sponsor of the 
Dixon-Yates contract with the Atomic Energy Commission as an 
entering wedge for private power invasion of the Tennessee Valley 
Authority area, 

This is interesting, because the earlier Federal Trade Commission 
investigation found that holding companies, linking up a number of 
operating companies, tended to destroy possibilities of competition 
even where operating utilities are accepted as natural monopolies. 
In pointing this out the Commission comes close to emphasizing the 
“yardstick” principle, which is very much involved in the issues 
which are subject of this committee’s inquiry. The Federal Trade 
Commission said: 


If operating utilities serve adjoining territories r 
is for the higher rate to be reduced to the lower rate le in order forestall the 
licensing of other utilities willing to make the reducti He ng-Ccomiy 
of both operating utilities in such a situation might well 1 t in preventing sucl 


reduction 


The Commission noted further that ‘there are also a number of 
instances where competition definitely exists between private and 


municipal plants under State regulation.”’ It continued, in part: 
While ordinarily there is no actual competition between operating units under 
diverse ownership there is frequently poten ompetition n thet a 
operating system may rea ( id its li and ! ‘e to municipalities and 
sections which are on the edges of the territor ( pie and served by & private 
svstem. * * * Moreover, there are hundreds of cases where municipalit own 
and operate their distribution lines and purchase at wholesale from private 
generating plants. Frequently there is no physical or engineering obstacle, but 
only one of policy to their making these purchases from more than one operating 
Svstem. If these operating systems are independent of cacl ther, the purchasing 
municipality is obviously in a better bargaining position than if they are controlled 
bv the same holding company * * * Decisions of the Supreme Court recog 
the protection of potential competitior as coming within the proper reculation o 


interstate commerce (51-2, pt. 73-A Doc. 92, 70th Cong.,Ist sess. 


The Commission further suggests that, if the public policy of 
substituting regulation of local monopoly for competition ‘‘compre- 
hends also the policy of preventing one such monopoly’s rates having 
any influence upon another’s, such an attitude would look with 
equanimity upon a steady trend toward a monopolization of all the 
operating units’ (ibid.), 








SECTION II] 
PUBLIC RELATIONS, POLITICS, AND CORRUPTION 


The efforts of the subsidiaries of Middle South Utilities in Arkansas 
and Mississippi to eliminate competition and control regulation, dis- 
cussed above, involved both companies in public relations and political 
activities. The testimony shows particularly the successful efforts 
of the Arkansas Power & Light Co. to corrupt and dominate the State 
in which it operates. In previous pages the analysis has shown that 
the objectives of the companies were all associated with the mainte- 
nance of private monopoly in control of the State’s power supply. 
Here the emphasis will be on the activities themselves. 


Arkansas Power & Light considers State its subsidiary 


Arthur E. McLean, president of the Commercial National Bank of 
Little Rock, Ark., already quoted in regard to Wall Street domination 
of Arkansas Power & Light Co., characterized the company as “the 
most corrupt and ruthless corporation that ever operated within the 
boundaries of the State’ (RDY, p. 492 

This witness recounted a discussion he had with the State of Arkan- 
sas Public Service Commission about the corrupt nature of the com- 
pany. He was warning the commission against the probable efforts 
of the company to secure a favorable decision on its recent $3,900,000 
rate increase proposal before the incoming Governor had an —_ 
tunity to change the commission after t: aking office in January 1954. 

MeLean testified that G. Robinson, chairman of the commission, 
had formerly occupied a position as prosecutor for Pope County, in 
which Russellville is located, that an Arkansas Power & Light re pre- 
sentative had been indicted for bribery, and that Mr. Robinson had 
nolprossed the case. He testified that he had recalled this fact to 
Robinson, stating: “You know what has been going on generally and 
vou know it is routine.” He testified that he had further told Rob- 
binson: 


I kno v vou did not try that case. You knew you could not get a jury up 
ere that could overcome the influence and you could not get a jurv that would 
bribed, and vou could not get a verdict, and for that reason vou did not trv 
t 1 ibid 


MeLean testified that Robinson answered: ‘‘Yes.”’ 

McLean testified that the other two members of the commission 
appeared a little shocked and that he had put the issue up to them as 
follows: 


Anvthing can happen her They are not going to run anv more steam rollers 
ver anybody and they are not going to crucify anybody further. They are no 
onger going to keep a man who does not see eve to eve with them from getting a 

That dav is over wit! That time is through. There is going to be no bribery 
around here and you gentlemen are not going to accept any bribes because you 
don’t want to: and if vou did want to, Lam going to be here as your consultant 


~DY, pp. 492-493 
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McLean then told this committee that the situation he was de- 
scribing had ‘“‘been general routine for years and years in the State of 
Arkansas.’’ He continued with reference to the company: 

They participate in every election, and if their candidates are wrong they help 
pick up the deficits. 

He said that he knew names and he knew how some of the entries were 
made, but that he ‘would rather not disclose them now because they 
might be changed before I could go on the books’’ (ibid.). ; 

MeLean testified that ‘Arkansas Power & Light has sought to 
dominate and put the fear of God in anybody who protests them.” 
He continued: 





Probably I am the first man that did not have a price, who did not have any 
need of money, and no one can wreck my business as far as that is concerned 
That is why I am here It is terrifying. It is time for the public to be aware of 
what is going on in the utilitv busi 3 Phe ockholders ne da e get 
this mess cleaned up and get some honesty and ritv in there it will be the 
best thing that has ever happened to the stockholders and the preservation of the 


private enterprise svstem (RDY, p. 493 


Previously, McLean had commented on one of the justifications 
which Arkansas Power & Light had offered the Commission in support 
of its request for approval of the rate increase. The justification 
read: 


To preserve the integrity and good widing of t State securities and 
gations in all the marts of the trade 
MeLean’s comment was: 

As I told the different audiences around there, maybe they have gotten to the 
point where they hink the SON reign State of Arkansa sa t Har 


Arkansas Power & Light Co. (RDY, pp. 490, 491 
Arkansas Power & Light brings pressure on Governor of State 

In earlier pages of this report dealing with efforts of the Arkansas 
Power & Licht Co. to block construction of a cooperative steam gen 
erating station at Ozark, Ark., there was reference to the pressure 
brought on Governor McMath and the Arkansas State Publie S 
Commission to collaborate with the company in this particular. A 
somewhat more detailed analysis of the testimony may afford a 
glimpse of the way in which private power interests seek to control 
State governments. 

Governor McMath testified that C. Hamilton Moses, chairman 
of the Arkansas Power & Light Co., came to him on several occasions 
“using all his charm and magnetism to induce me to stop the project.”’ 
When this failed “he brought to my office his entire board, composed 
of men of highly influential standing in the political and civil life of 
Arkansas” (RDY, p. 505 The witness said the session lasted several 
hours in which the board used every possible argument. He added: 

When I turned a deaf ear to their pleas, I knew from that day on I was to have 
the total opposition of this powerful utility (RDY, p. 506 

MeMath testified further that, shortly after his second term legis- 
lature opened in January 1951, a final effort was made to induce him 
to stop the Ozark steam generating plant. According to the former 
Governor’s testimony: 

I was advised that if I would oppose the Ozark plant I would receive the 
support of the Arkansas Power & Light Co. for a third term; that I would receive 
financial backing and that with such support I would be assured of victory. On 
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the other hand, I was told, if I supported the Ozark plant, the power interest 
would use every means at their command to destroy me politically in the State 
of Arkansas; that opposition to me would be organized in the legislature where 
the power company had strong support (ibid 

The former Governor, who did not recede from his position of sup- 
port for the cooperative generating station, stated he was giving a 
factual account of the tactics of the electric monopoly in Arkansas 
reluctantly. He continued: 

I would not doso were it not for my conviction that only by hearing of concrete 
examples of oppression can the American people be apprised of the fact that in 
the 30 years since the days of Sam Insull and Howard Hopson, the power monop- 
oly has learned nothing. 


He added that in Arkansas 


if you happen to be in an elective office and dare to recognize that there is a 
people’s side of any conflict with this powerful monpoly, you are to be defeated 
if possibl ibid ). 

MeMath testified that he was not to remain long in the dark as to 
the form the power company’s opposition would take. He stated 
that, within a few days, Senator Ellis Fagan 


probably the most influential single member of the Arkansas Senate and the 
admitted leader of utility forces there lelivered a radio address which was a 
vicious all-out attack on every phase of my administration (ibid 

Che witness added parenthetically that 
Senator Fagan owns Fagan Electric Co., of Little Rock hich does all the Arkansas 
Power & Light Co.’s electrical work on a negotiated basis and from whom A. P. 
«& | purchases miulions Of dollars worth of electrical supplies without competitive 


bi ibid 


Governor McMath testified that immediately every form of spite 
bill imaginable was dropped into the legislative hopper by utility 
representatives in the legislature. The worst, he stated, was the 
highway audit bill which named five members of a commission to 
undertake an audit of the Governor’s highway department. This 
commission remained dormant for almost a year, but early in the 
election year of 1952, when it was known McMath would seek a third 
term as Governor, “‘it scheduled a series of public hearings designed 
to expose alleged waste, graft, and corruption in my highway depart- 
ment’ (RDY, p. 507 

The former Governor’s testimony brings out the significant fact 
that the act naming the commission gave the chairmanship to R. H. 
Dickenhorst, member of the board of directors of the Arkansas 
Power & Light Co., and also designated Vern Tindall, son-in-law of 
Harvey Couch, Sr., founder of A. P. & L., as a member. According 
to MeMath: 


Che hearings were conducted in a highly sensational and biased manner. Mr. 
Dickenhorst was their guiding genius end it was obvious in a short time that their 
one design was to smear me and by administration and to prevent the reelection 
of a man who dared to fight for the full development of Arkansas power resources 


ibid 
How the power company won in the primarie 8 

The former Governor’s testimony shows how Arkansas Power & 
Light proceeded to use its vast political influence to defeat Governor 
MeMath for the Democratic nomination for a third term as Governor 
of the State, 
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MeMath testified that a “blue ribbon” grand jury was carefully 
chosen from the higher echelons of Little Rock’s business community. 
After considering all the testimony concerning the operation of the 
highway department, the jury found no violation of the law and so 
reported to the judge. But four members of the jury promptly re- 
signed, stating that they were opposed to the majority findings. Two 
of these, according to the witness, were closely connected with Arkansas 
Power & Light, one being a director and the other a business partner 
of the chairman of the board of Arkansas Power & Light, C. Hamilton 
Moses. MeMath said that the statements of these dissenters were 
given wide play in the press and the judge subjected to great pressure 
to reopen the investigation (ibid.). 

MecMath testified further that the company then exerted every 
effort to secure his defeat in the 1952 Democratic primary, employing 
“all the tremendous finances and political power they could muster,” 
and making use of the findings of the highway audit commission, which 
they had dominated (ibid.). The witness cited examples of the politi- 
cal pressure used by the company, as follows 


l Employees were instructed to move all out the campaig! 


s nie 
It was well known that if any employee advocated my candidacy, it meant } 
immediate discharge from A. P. & L. Empijo re instructed to go to the 
polls on election day with ail members of their families and then report to t cal 
offices when they had voted, and they we Warned that the olmpany woul 1 know 
how they voted and that they had better vote 1 . 

(2) Individual businessmen doing business with the company were warned 
that if they supported me, that would mean no business from the A. P. & I 
For example, in one city, the A. P. & L. gave all of its car-repair work rt 
automobile firm. When the owner of the firm supported my candidacy, bu s 
was immediately taken away from him and he has had no business fromm m 


since that day. * * * 
(3) One lawyer friend of mine was called by Mr. Moses, himself, and told that 


he had heard this lawyer was supporting m«¢ Mr. Moses told him if he con- 
tinued to support me, his A. P. & L. retainer would be immediately withdrawn. 
Mr. Moses spent days on end on the telephone calling his hundreds of friends 
and employees in the State of Arkansas telling that my defeat was imperative, 


that the interest of their ‘‘little company” required it (RDY, pp. 507, 508). 


MeMath testified that the many lawyers retained by the company 
throughout the State were activated against him. He testified fur- 
ther that the campaigns of two of his opponents were managed by 
men close to the power company and that a third opponent was a 
principal witness for the power company before the Arkansas Public 
Service Commission in opposing the Ozark steam generating station 
and was induced to get into the race by Mr. Moses. He continued: 


My 4 opponents came from different sections of the State, 1 from the northeast, 


1 from the northwest, 1 from the southeast, and 1 from the southwest W hat 
did this mean? By calculated designs, favorite sons capable of arousing local 
political enthusiasm were put into the race to split the vote. It is significant that 


a member of the board of directors or someone close to the power company was 
in the headquarters of each of my opponents (RDY, p. 508). 

He testified that the result forced him into a runoff in which three 
defeated candidates moved into the headquarters of the one who ran 
second against him and campaigned actively to deliver their supporters 
to his opponent. He was defeated by these power company tactics 


(ibid.). 


56070—55 + 
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Power company satisfied only with complete liquidation 

The power company then demonstrated its determination to make 
a complete example of any politician who dared to challenge its mono- 
lithic control of the State of Arkansas. In the language of the 
witness, “the Arkansas Power & Light Co. was not content with my 
political defeat, but they were apparently determined to eliminate me 
permanently from the political scene” (ibid.). According to his 
testimony, the further strategy of the power company unfolded as 
follows: 

When the September 1952 grand jury was convened the findings 
of the highway audit commission were again submitted. This grand 
jury decided to hire a special prosecutor to assist the regular prosecutor 
and, without the public knowing it, a private slush fund was raised 
and paid in secret to this special prosecutor. Large contributions to 
this fund were later traced to individuals close to Arkansas Power & 
Light, among them to Harold Young, director of Arkansas Power & 
Light, and one of the dissenting members of the first grand jury. 
Meanwhile, Young had managed the campaign of one of MeMath’s 
opponents in the primary. MeMath testified: 


rt nan? is an out a ri 0 vet indictmet yainst rs of 

\ inistra I It w I irl sr, Improper legal All of thi 
} o 4 t} original } ttack o I an nil ut 1 
nv dec l nthe © I tes ener iP yi 1 ) 
electric Cooperati program in Arkansas (RDY, p. 509 


The evidence shows that, after the September grand jury had been 
considering the highway audit commission’s findings for several 
months, information concerning the slush fund reached the ears of the 
presiding judge and he discharged the grand jury when it refused 
investigate the matter (ibid 

The evidence shows that still another grand jury was empaneled 
wain investigate the highway audit commission’s findings. Again 
we find among its members three men from the power company’s 
sphere of influence, including the Arkansas Power & Light Co. 
treasurer. ‘This grand jury returned indictments against two highway 
department employees, but one was dismissed by the trial judge on 
the ground that the facts stated therein constituted no offense against 
the laws of Arkansas. The second employee was tried and the jury 


returned a verdict of acquittal in exactly 4 minutes (ibid.). Accord- 
ing to witness McMath: 

Thus ended the long and highly publicized and expensive highway audit inves- 
tigation in which the Arkansas Power & L ixht Co.’s directors and officers played 
such a major role \ll of this could have been prevented, of course, and this great 
outlay of the taxpavers’ monev saved | uk t aaceatrnat to cclnel ee Gna steam 


renerating plant (ibid 


This evidence has been treated at some length because the com- 
mittee feels the Congress and the public should know how a private 
power monopoly has sought, too successfully, to dominate one of the 
States of the Union. If anything even approximating this is going on 
in other States, it shoul ; be uncovered without de ‘lay, In the words 
of the former Gove rnor f Ar kansas 

The Arkansas Power & Light Co. is the most powerful influence in Arkansas. 
It has been unhealthy in that it is not conducive to good government for any one 
monopoly to exercise the influence that thev have been able to exercise in our 
State, in the legislature and in other phases of our government (RDY, p. 518 
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How power monopoly exercises political power ina State 


In response to the question, How does Arkansas Power & Light 
make itself felt politically in the State? former Governor McMath 
replied that they make their influence felt in the legislature by having 
a number of influential members of the legislature retained or by 
giving them some other inducement. He cited again the case of 
Senator Ellis Fagan who gets all the contracts for electrical construe- 
tion that the Arkansas Power & Light Co. has without competitive 
bids. He said there were others in that category, adding: 

So they | their influence in the Senate to block legislation that 


desired by the power interests RDY. p. 523 


MeMath responded further that the company has a number of 
lawyers retained over the State for political action purposes ibid 

He pointed out that they have large amounts of money to spend 
for advertising programs. He continued 


They buy advertising in the newspapers and over the radio and they have a 


certain line they want to sell as far as their philosop! concerned. 

a. 
He added: 
They buy these ads and infortunat ’ nfluenece the news and editorial | ies 
of some of tt ! vyspapers because of the | ral advertising program the. ave 
with those part cular papers (ibid 


MeMath stated that another way in which Arkansas Power & Light 
exercises its influence on politics is through employees. He continued: 





They are stationed in various clubs and organizations over the Stat They 
build a following of their own. They wield a great deal of political influence 
They have ee la organization that is very efficient. They can get 1 
and propaganda out over the State in 24 hours (ibid 


MeMath testified that the power company has a tremendous in- 
terest in taking part in politics because the Public Service Commission 

1 Arkansas regulates the power industry. By taking part in a guber- 
Satncal race, he continued, they are in a position to name the public 
service commissions, or at least have a voice in naming the public 
service commissioners. Ile added: 

If they are successful in that, then they are, in effeet, regulating themselves. 
Phat is the principal they have in the Governor’s race (ibid 

MecMath testified that another way in which the power company 
builds its influence in the State is through its purchases. He said: 

It buys everything from automobiles to bo and nuts in Arkansas. They do 
business with individual If those individuals ineur their ill will they do not do 
business with them and they incur their ill will if they are not politically right 
(RDY, p. 524 

MeMath testified that “the power Company has waged consistently 
over the years a campaign of newspaper advertising, radio programs, 
public speakers—-to endeavor to have the individual businessman, 
particularly the small-business men, identify their welfare with the 
welfare of the Arkansas Power & Light Co” (ibid.). He said: 


f 
f 


They try to convice them and to a degree over a pe riod of vears have con- 
vinced them * * * that any infringment upon the power and light company 


* * * monopoly was, in effect, a restriction upon the free enterprise system (ibid.). 


Politics and propaganda of Mississippi company 
In a previous section of this report reference has been made to the 
political activities of Mississippi Power & Light Co., insofar as they 
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involved attempts to block a vote favorable to the formation of a 
public power district in the North Central Mississippi Electric Power 
Association area. This included reference to retainers paid a legal 


firm where the witness saw the only purpose as political influe nee in 
the area. This witness, the former secretary-treasurer of the com- 
pany, Stietenroth, subsequentls placed in the record a list of 23 
lawyers or legal firms, largely distributed throughout the portion of 
the State served by the company, together with the location of their 
offices and the amounts which they received. This list follows: 


VJ SSi8sippt Power & Light Co. attorneys 





Name Location in Mississippi Per month 
Brookhaven... $100 
Campbell Greenville 100 
« Tinda do 150 
Magnolia 50 
do 15 
McComb 40) 
lur Sardia 100 
& Ward Vicksburg 65 
do 100 
Grenada 65 
SSar Charleston 50 
Ripley 200 
Jackson . 76 
ney 2 lo 1, 158 
lo 25 
do 350 
W ist do 300 
do 50 
New York, N. Y $00) 
‘ ton Senatobia * 5OO 
Ge B. Grubbs -| Mendenhall.-. 5 250 
I mt t ] 
2 « pany eneral counsel's f 
Holding company attorneys at 2 Rector St 
4 July 1954 Tuly 1958 
§ Single voucher. 
he number of lawyers on retainer Jackson, Miss., capital of 


both the company and the State, may oe significant. 

Stietenroth testified that there might be other lawyers e mployed of 
whom he did not have a record. He said that the compensation 
listed represented retainers and that the lawyers were paid fees in 
addition for any work they did (RDY, p. 350). He stated further 
that he did not think they handled any lawsuits for the company, 
that all its lawsuits were handled by the company’s office attorney or 
by Mr. Green, the company’s general counsel (RDY, p. 348). Only 
on rare occasions, he added, would the others render any service, like 
drawing a contract or defending a lawsuit. His answer to the ques- 
tion as to why they were retained was simply this: 

Well, these are local people, and people of some local influence and prestige 
locally, and it is very nice to have local representation (RDY, p. 349). 

In this connection the testimony of the Mississippi company’s chief 
financial officer concerning payments to lawyers in Senatobia, center 
of the area in which the public power district issue was being decided, 
is significant. According to Stietenroth, a check to this firm was 
drawn on a Senatobia bank in which the company had funds. He 
added that a clerk brought the check back and said that he had tried 
to deliver it and that ‘they didn’t want it drawn on any local bank 
up there’ (RDY, p. 365). Obviously, someone did not want it known 
that the lawyers in question were on retainer. 
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Stietenroth testified to other ways in which the Mississippi com- 
pany influenced public opinion and politics in the State. In previous 
pages of this report we have called attention to the total amounts 
which the company reported to the Securities and Exchange Com- 
mission for the year 1953, covering contributions, public relations, 
dues, and advertising. Some of the items making up those totals are 
significant. 

For instance, the report shows that the company paid Dixie 
Advertisers $16,010 for public relations services. Concerning this 
item, the company’s former secretary-treasurer, Stietenroth, testified: 


We have Dixie Advertisers to place all of our advertising, and for a company 


the size of ours I have always thought our advertising budget was quite sub- 
stantial. I have observed it appears that it is quite flexible, too, in that the 
budget overall may not be increased for the year, but if we have particular trouble 
mm one area, we might shift some advertising into that area [Its alics adde 4) (RDY, 


p. 398.) 


The witness testified further that the company has a man on the 
Dixie Advertiser payroll who gets $16,000 a year from the company 
for salary and expenses. According to Stietenroth: ‘He goes around 
and attends press conventions and just talks quite continuously 
with the newspapers in the western part of the State of Mississippi” 
(ibid.). 

Stietenroth testified that the company furnished mat service, with 
the stories prepared by their public relations man or by Dixie Adver- 
tisers, and reduced to mats. Then, instead of just sending out news 


releases to the advertisers, they send the mat. The witness added: 

Since the small newspapers already feel pretty kindly toward us and because also 
it costs them money to prepare a mat and get this linotype put on the press, it 
saves them some money. In all probability, they will publish our stuff in that 


form (ibid.). 


In connection with this testimony, the report of the company to 
the SEC shows a significant item in its advertising budget for the 
year 1953. It shows that, of the total of $121,259 in advertising 
expenditures for that year, $82,177 went to ‘309 other newspaper 
press associations, newspapers, magazines, and other publications, 
the total of which to any single organization was less than $2,500’ 
(exhibit 19, RDY, p. 747). 

Of particular investi’ e in this power company program of main- 
taining its influence over the political climate and the State govern- 
ment are the daily newspapers published in Jackson, the capital of 
the State. The 1953 report to the SEC shows that the Clarion Ledger 
got $3,966 for advertising and the Jackson Daily News $3,637 (ibid.). 

Stietenroth testified that the Hedeman interests control both of 
these dailies. He testified that the Mississippi Power & Light Co. 
pays substantial money to these interests through five separate chan- 
nels. According to the witness, the company pays them rent for 
property; the company gives them the lion’s share of its printing 
frequently allowing them to charge what they consider a fair price 
after the work is done; the company pays heavy advertising fees to 
each of the newspapers; and, finally, the company pays substantial 
amounts to the radio and television station owned by the same 
interests. 
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The 1953 report to the SEC, already referred to, shows that the 
Mississippi company paid radio station WJDX $6,648 in 1953 for 
radio advertising (ibid.). 

Stietenroth testified further that the company sent printing busi- 
ness to other newspapers; in fact, to almost any person who has a 
press in the western half of Mississippi. He added that the company 
makes a determined effort to spread that business over the properties. 
He then summed up the company’s relations with the newspapers of 
the State in these words: 

You know, if the local newspaper is getting printing business and advertising, 
also being called on regularly and kept informed, the relationship is quite cordial 
(RDY, p. 399). 

It is the committee’s view that this evidence of a calculated and 
well-financed program to control the major sources of public infor- 
mation, and thus to be able to manipulate the public mind on matters 
of concern to private power monopoly, if it should prove representative 
of what is going on throughout the country, would constitute a very 
serious threat to the public interest and good government. 

The evidence taken at the hearings revealed another channel through 
which Mississippi Power & Light Co. is reaching out to influence public 
opinion in the interest of maintaining the company’s influence in local 
and State politics. This is found in another item in this report to 
the SEC for 1953 which shows that $30,969 of the $35,347, which the 
company contributed to organizations of a social, educational, pro- 
fessional, trade, or similar nature, went to 272 organizations, the 
total payment to any one of which was less than $2,500 (ibid. 

Finally the evidence taken in the hearings shows that the Mississipp1 
Power & Light Co. pays out considerable amounts to influence public 
opinion and politics on a national scale. These include the following 
payments in 1953 to organizations at the national level: 


National Tax Equality Association $750 
American taxpayers Associatiol 500 
Ta Foundation, In 200 
Committee on Electoral Reform 200 
National Trade Policy J. S. Coleman 300 
Edison Electric Institute 1, 379 
[bid 


The company also participated in the Llectrie Companies Advertis- 
ing Program through a payment of $12,963 to N. W. Ayer & Son, 
Inc. In addition, it paid $5,027 for advertising in the American 
magazine and $6,724 for advertising in Time magazine (ibid.). Thus, 
in addition to advertising within the State, the company spent 
nearly $25,000 in 1 year for advertising on a national seale. If the 
other electric power companies spent the same proportion of their gross 
electric revenues for such advertising, the total for the country must 
have approximated $6,400,000. 

Similar activities shown for Arkansas company 

Information requested by the Arkansas Public Service Commission, 
in the matter of the Ozark Cooperative steam station, reveals the 
fact that the Arkansas Power & Light Co. also had a wide range of 
lawyers and legal firms on its pavroll. The list of all fees paid by 
the company for legal services for the period January 1, 1950, through 
April 30, 1952, follows: 
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Arkansas Power & Light Co., list of all fees for legal services, Jan. 1, 1950, through 


Apr. 80, 1952 





Bailey & Warren (Little Rock), retainer $6, OOO. 
Barrett & Wheatley (Jonesboro), retainer 00. 00 £600. 00 $200. 00 
Raoul Berger (Washington, D. ¢ . retainet 600. Of 2 400.00 800. OO 
Bridges, Bridges, Young & Gregory (Pine fT 000. 00 6, 000. 00 2, 000. 00 
House, Moses & Holmes (Little Rock I 18, 000. 00 18, 000. 00 6. 000. 00 
M. O. Leighton (Washington, D. ¢ tuiner 1, 380. 04 1, 380. 00 460. 00 
John H. Lookadoo (Arkadelphia), retainer 800. 00 1, 800. 00 600. Ot 
Mahoney & Yocum (Eldorado), retaine! 600. Of 600. 00 600. 00 
Mann & McCulloch (Forrest City), retainer 1. 200. 00 1, 200. 00 400. 00 
A. G. Meehan (Stuttgart), retains i 600. 00 600. 00 200. 00 
George Pike (DeWitt), retainer 600. 00 600. 00 200. 00 
Reid & Priest (New York City tainer 5 000. 00 000. 00 1, 666. 68 
L. B. Smead (Camden), retainer 1, 200. 00 1, 200. 00 100. 00 
Baker, Hostetler & Patterson (Cl l Ohi 

rendered 2, 739. 8 
Daggett & Daggett (Mariann services rendered 100. OO 000. 00 
William J. Hollow not | ted er rendered OO. 00 5, 000. 00 
Gardner, Morrison & RKogt Wast t », ( 

rendered 2, 700. 00 
House, Moses & Holme ee above service ends i 15, 600. 00 20, 000. 00 
P. A. Lasley (Little Rock), services rendered &, 039. 11 » 500. 00 
John H. Lookadoo (see above), services rendered 1, ( 00 935. 00 
Mann & MeCulloct ee above), services rendered 1, 000. 00 
Reid & Priest (see above ervices rendered 000. 00 17, 850. 00 
J. M. Smallwood (Russellville), services rendered 3, 600. 00 
Ernie E. Wright (Mountain Home ervices rendered 1, 200. 00 
Fees paid to individuals or firms, the total to eac ragit 

less than $50 monthly 60. 9F 10, 468. 46 4 

otal 140, 204. 88 110, 833. 4¢ 19, 302. 
Apparently at least 22 such additional law 


This substantiates former Governor McMath’s charee that the 
Arkansas Power & Light Co. is able to mobilize lawyers throughout 
the State for political purposes. 

The Arkansas Public Service Commission also obtained similar 
information itemizing the expenditures of Arkansas Power & Light Co 


for advertising during the same period The fi ures are as follows: 
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ARKANSAS Power & LiGur Co, 


Advertising 


1950 1951 Apr. 30 tal 
Little Rock daily newspaper $17. 775.94 $12. 370. 96 $6, 182. 40 
Othe vspapers 124, 155. 96 108, 309. 31 39, 029. 63 
otal newspapers 141, 931. 90 120, 680. 27 45, 212. 03 $307, 824. 20 
Catalogs and directori 2 492. 67 1. 883. 17 491. 55 4 867.39 
Radi 17, 640. 83 18, 151. 92 #6. 19 41, 758. 94 
Billb is and other 4, 060. 65 > 147. 32 155. 00 }, 662. 97 
National zines (A. P. & L’s share rixie 
Adve ers, Middle South 
I 7) 
Bu ; Week : 510.98 1. 929 1. 836. ¢ 
Fort 3, 856. O7 1. 928. 03 
Newsweek 9,191.32 14, 545. 24 4,741.2 
News & World Report 6, 532. 91 7, 940. 83 4, 268. 48 
Chicago Journal of C merce 812. 21 5. 7H 
p kK Herald Tribune 1, 096. 79 491.5 
W t Journal 2, 579. 45 3, 784. 1¢ 1, 470. 64 
B Weekly 511. 20 140). 20 
vy York Journal of Commerce 245. 37 665. 82 208. 80 
vw York Ti 1, 336. 14 2, 832. 70 1, 276. 32 
Publishers Auxiliary 8). O2 80, 02 
& Publisher 133. 12 133. 12 
\ l n 4,029. 65 4 75. 68 2, 28 () 
\ 105. 72 
t te Post 99. 60 694. 34 164. 3¢ 
l graph 513. 59 
(| t 109. 6 
( ] 1. 200 
| | f ) 
' | 17 
l ( st 24. 29 82.68 840. 02 
43, 364. 3¢ 45, 629. ¢ ( 87. 82 
) Dixi \ iser M ] 
8, 936. 51 44, 682 256. 2¢ 6, 875. 28 
248, 426. 92 233, 174. 85 82, 774. 83 564, 376. 60 


1 flours 
ugu 


Viddle South subsidiaries show excessive overhead in advertising 

The analysis in the preceding pages of this section reveals that the 

lississipp1 and Arkansas subsidiaries of Middle South Utilities, Inc., 
of which Mr. Dixon is president, are extensively engaged in activities 
designed to influence public opinion and politics. An examination of 
the figures which the companies report annually to the Federal Power 
Commission reveals unmistakable evidence that these activities are 
reflected in excessive overhead and advertising costs. The source of 
all figures given below in this connection is the report of the Federal 
Power Commission, issued annually, entitled “Statistics of Private 
Electric Utilities, 1953.” 

The following table shows for the Arkansas Power & Light Co., 
the Mississippi Power & Light Co., and for all private electric utilities 
in the United States, the relation between total administrative and 
general expenses and total other operating expenses less cost of pur- 


chased power: 


Other operat- Percent gen- 
Administrative | ing expenses, eral and 
ind general less cost of 1dministrative 
expenses purchased to other 
power | expense 
Arkansas Power & Lig $3, 661, 895 $11, 150, 643 32.8 
Mississippi Power & Light-. ; 2, 275, 788 6, 195, 604 36.8 
rotal United States . 399, 206, 000 2, 336, 104, 000 | 17.1 
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These figures show that the administrative and general expenses for 
these two subsidiaries of Middle South Utilities, the principal sponsor 
of the so-called Dixon-Yates contract with the Atomic Energy 
Commission, represent twice as large a percentage of their other 
operating expenses, less cost of purchased power, as the average 
ratio for all the private power companies serving the United States 
as a whole. This is a significant ratio, indicating either lack of ad- 
ministrative efficiency or very considerable activities which might be 
termed extracurricular from the point of view of the companies’ real 
business. And it may be noted that they were not franchised to 
engage in politics or in educating the public. 

The Federal Power Commission’s statistics also show the com- 
panies’ expenditures for advertising. These expenditures are not 
included in the administrative and general expenses referred to 
above but in expenses for sales promotion, although the evidence 
certainly suggests that the advertising is devoted mainly to other 
purposes. According to the Federal Power Commission, the two 
companies spent the following amounts for advertising over the 
last 5 years: 

Advertising expenses 





Arkansas Mississippi 

Year Power & Power & 

Light Cx Licht C 
1949 $205, 973 $93, 718 
1950___ 217, 5 YS, d5F 
TOOh no ans 186. 557 5, 035 
1952... 222, 230 3, 703 
1953 277, 698 8, 813 
Total 1, 109, 980 519, 608 


The Federal Power Commission summary statistics for all the 
privately owned electric power industry are not broken down far 
enough to show the countrywide figure for advertising. So, in order 
to get a ratio for comparison with corresponding ratios in this general 
field for the two Middle South subsidiaries, it is necessary to deal with 
totals for sales promotion. On this basis, the Commission’s statistics 
show that the Class A and B electric utilities throughout the country 
spent $100,465,000 on sales promotion in 1953, or 1.64 percent of their 
gross oper ating revenues amounting to $6,167 ,256,862. 

In comparison the statistics show that the Arkansas Power & L ight 
Co. spent $1,038,762 for this purpose, or 2.67 percent of its gross 
revenues of $38,883,027; and the Mississippi Power & Light Co. spent 
$660,154, or 2.76 percent of its gross revenues of $23,831,437 

These figures, based on the reports of the two companies to the 
Federal Power Commission, throw an interesting light on the testi- 
mony of Witness Stietenroth, who stated that— 
the extravagant operations of Mississippi Power & Light Co. should be cut out and 
that electric rates could and should be reduced by millions of dollars a year 
(RDY, p. 194). 

The statistics which we have analyzed show that if the Mississippi 
company’s administrative and general expenses were reduced to the 
same percentage of other operating expenses as the average for the 
United States, and its sales promotion expense were,reduced to the 
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same percentage of gross revenue as the United States average, the 
annual saving would amount to $1,458,972. There are other — 
savings 9s, for instance, putting an end to the overaccrual of taxes, 
which would unquestionably raise this figure. 

The figures throw a similar light on the testimony of Little Rock 
Banker McLean as to the folly of the proposal of Arkansas Power & 
Light Co. to increase electric rates by $3,900,000. For they show 
that if the Arkansas company’s administrative and general expenses 
and its sales promotion expenses were similarly reduced to the aver- 
age percentages of other expenses and gross revenue that prevailed for 
the United States, the annual savings in these items alone would have 
amounted to $2,081,7 


Practice Ss the same as those of the holding company era 

In order to provide a perspective for understanding the public rela- 
tions and political activities of Middle South subsidiaries, portrayed 
by witnesses before this committee, we may briefly turn the pages back 
to the exposure of similar practices by the Federal Trade Commission 
investigation of 1928-35. That Commission’s investigation of the 
propaganda and political activities of the private utility industry re- 
veals a clear intent on the part of the companies to establish monopolis- 
tic control of the business of electric power supply, not only by stop- 
ping such Federal power undertakings as Muscle Shoals, Boulder 
Canyon, the St. Lawrence, and the Columbia Basin, but also by elimi- 
nating State and municipal power undertakings. 

Introducing its report, which exposed — v public relations activi- 
ties then being financed to the tune of 25 to 30 million dollars a vear, 
the Commission said: 

From this voluminous testimony and records * * * it seems obvious that the 
ultimate design and common objective of all the publicity activities and expend 
tures, so far as they come within the purview of this investigation, is to foster 
and retain the fullest security for | the privately owned utilities, and to secure 
full public approval of all their methods and practices in such matters. In the 
campaign there inhered persistent efforts to prevent effective, or anv, regulation 
of utilities for the protection ol the public, either of the consumers as to service 


and rates, or of the investor as to character and bases of securities issued (76, pt 


71—-A, Doce. 92, 7Oth Cong 


, Ist sess 


Although there has been some progress in protecting the investor 
since that day, the evidence before us suggests that protection of the 
interests of the consumer, where private monopoly prevails, has made 
no substantial progress. The Federal Trade Commission report con- 
Linues: 


The objective also included efforts to inculeate in the publie full belief in the 

right of the privately owned utilities exclusively to occupy the utility field even 

t those from whom they receive their franchises, usually monopoly grants 

As a rollary of that there has been persistent Opposition, direct and indirect, 

to public ownership and operation, inclucing disparagement of that trend in 
and economic thought toward exponents as public enemies * * (8, ibid 


The report details the organization of the industry to achieve these 
monopoly objectives, how they went about securing “the good will 
of the press and newspaper fraternity’ through “consistent and 
substantial advertising,’ not to mention ‘‘canned”’ editorial expres- 
sions and handouts. It exposes the ways in which the utilities operated 
on educators, educational institutions, and textbook publishers, rang- 
ing all the way from the kindergarten to the university and even 
securing the rewriting of textbooks to support their position. It 
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reveals the training and use of utility employees as important parts 
of the public relations program. In fact, the report shows that there 
was no organized part of the country’s life which was not infiltrated, 
even including the legislatures. 

The Federal Trade Commission report indicates that there is 
nothing new about the “creeping socialism” slogan of today except 
the word “creeping.”’ As early as 1927, in see — funds for the Joint 
Committee on National Utility Associations, W. Alton Jones, later 
president of the National Electric Light Nacsa said that, while 
the utilities were taking the brunt of the Government-ownership 
attack, “‘suecess against them would be but the first step in the cam- 
paign.”’ He continued: 

The inevitable consequence would be encouragement for those who would have 
the Government take over and concuct other business until the country is 
thoroughly socialized (37, pt. 71—A, ibid. 


The Commission was describing a situation which existed during 
the 1920’s. At that time Senator George W. Norris, Republican 
from Nebraska, was winning bipartisan support in Congress for a 
Tennessee Valley public power program starting with Muscle Shoals; 
Congressman Phil Swing and Senator Hiram Johnson, Republicans 
from California, were succeeding in their effort to secure congressional 
approval of the Boulder Canyon project in the Colorado River; 
Gov. Alfred E. Smith, Democrat, of New York, had been elected on 
the issue of State development of the power resources of the St. 
Lawrence River; and, with wide regional support, the Corps of Engi- 
neers and Bureau of Reclamation were planning great Federal power 
and irrigation developments in the Columbia River Basin 

This committee believes it is important to get this perspective 
because the belief has become prevalent that the private power com- 
pany campaign of today is directed simply at uncoing developments 
since 1933. Against this background, we learn from the Federal 
Trade Commission report that in 1927 W. Alton Jones, already quoted, 
explained the revival of the Joint Committee of National Utility 
Associations in these words: 


The reason the committee got into action again, I think, is clear to all of vou. 
There is a ane sentiment in favor of Federal enterprise in business. * * * 
We have seen greater and greater encroachment on the part of the Government in 
the field of ole lic tilits busine 192, pt. 71—A, ibid 

hcl things that h ave been fortunately brought to our attention in recent months 
that are bound to impress us, if we are thoughtful at all, are such things as the 
Boul ler Canyon bill, Muscle Shoals, St. Lawrence, and Columbia Rivers, all part 
and vateal of the same general trend of thought (Government in business, and 
not only Government in business but Government in our business (334, pt. 71—A, 
ibid 


The Federal Trade Commission report, taken as a whole, shows that 
the private utility propaganda and political campaign was directed 
against State, as well as Federal, power projects. In fact, it shows 
clearly that the recent focus of attack on Federal power Is merely a 
tactical move, that the real obje ctive is to establish an absolute private 
monopoly in the field of electric power as against the challenge of any 
form of public competition, whether that challenge be from local, 
State, or Federal ownership of power supply facilities. And the Fed- 
eral Trade Commission shows that as long ago as the 1920’s the power 
company committees were recognizing that an effective method 
eliminating the competition in rates resulting from local public owner- 
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ship was to deprive such local power distribution systems of the 
opportunity to obtain low-cost power supply, thus forcing them back 
on uneconomical, small-scale local generating stations (ibid.). 

The Federal Trade Commission quotes from a California State 
Senate committee, set up to investigate the campaign of utilities in 
that State against a proposed amendment to the State constitution 
known as the “water and power initiative measure.” This quota- 
tion, reflecting the situation about 30 years ago, provides a fitting con- 
clusion of this section of our report. The California Senate committee 
said: 

The committee might similarly say, as a result of its investigation, ‘‘Victory is 
on the side of the biggest purse.’ * * * The power of money in influencing 
public opinion, its ability to carry elections through vast expenditures for propa- 
ganda, literature, advertising, and organized campaign workers was made strik- 
ingly manifest in the investigations of your committee (367, pt. 71—A, ibid.). 

This situation obviously demands that Congress devise some new 
legislative means of curbing these abuses so inconsistent with the 
classical free enterprise. 











SECTION IV 
DIXON-YATES CONTRACT AS A MONOPOLY ISSUE 


In previous sections of this report we have analyzed evidence of the 
activities of two subsidiaries of Middle South Utilities, Inc., seeking to 
eliminate competition challenging their monopoly control of power 
supply. This evidence suggests the way in which they use their great 
influence on politics at the State level. In Arkansas overwhelming 
political influence was used to block the plan of the rural electric 
cooperatives to obtain their own source of power supply. It was made 
clear to the Governor of the State that he would have the compary’s 
support for a third term, including funds, if he used his influence to 
block construction of the proposed rural electric steam plant and that, 
on the contrary, every effort would be made to defeat him if he sup- 
ported the cooperatives. 

The Arkansas Governor continued to support the rural electric 
steam plant and the omepeny mobilized an underhanded attack on 
him and defeated him. The building of the steam plant is still blocked. 

The evidence before this committee shows that in the Dixon-Yates 
scheme for denying the TVA the opportunity to construct the steam 


plant, which it will need to supply its own distributors, and to sub- 
stitute private monopoly power supply, the country faces an effort 
to reproduce the Arkansas situation on a national scale. And, at the 


national level, Arkansas Power & Light’s holding company, with Mr. 
Dixon as its president, is just the first prong of the attack. The evi- 
dence suggests that Mr. Yates, president of the Southern Co., is in on 
the Dixon-Yates deal because his company may be called upon to build 
the next private increment in TVA power supply. 

An understanding of the Dixon-Yates affair is important because 
it exemplifies, as perhaps no other application of the new Federal 
administration power policy does, the country wide effort to restore 
the restrictive control of private monopoly over the people's use of 
electricity, as it prevailed before the launching of the TVA experi- 
ment. The evidence before us suggests that this scheme was designed 
as a master stroke against the TVA, which proves a competitive check 
on the performance of private monopoly. And the evidence makes 
it further clear that power monopoly strategy strikes first at control 
of public sources of wholesale power supply, with the sure knowledge 
that, once municipal and cooperative electric systems are rendered 
dependent on higher cost private power supply, they can be taken 
over, one at a time, or rendered ineffectual as public “yardsticks.” 
Thus, the elimination of competition may be achieved. 

Testimony from Stietenroth, chief financial officer of Mississippi 
Power & Light, Banker McLean of Little Rock, and former Governor 
McMath of the State of Arkansas, has touched upon the meaning of 
the Dixon-Yates contract. But the full significance of the affair was 
brought out in great detail in the testimony of Gordon R. Clapp, 
former Chairman of the Tennessee Valley Authority and a participant 
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in the Authority’s management throughout its history. We will now 
turn to an analysis of Mr. ‘lapp’ s testimony. 

Clapp testified about the TVA as one of the best methods of con- 
trolling power monopoly, and about the Dixon-Yates contract as an 
attack by monopoly directed at strangling this means of monopoly 
control. He cited many illustrations of the essential shortsightedness 
of private monopoly in the matters of expansion and rates. He em- 
phasized the effectiveness of TVA in changing this restrictive policy, 
both within its own market area and within the range of its influence 
on the private power industry. He showed how the Dixon-Yates con- 
spiracy against the independence of the TVA had been worked out by 
the Bureau of the Budget and the Atomic Energy Commission, in 
consultation with TVA’s worst enemies, behind TVA’s back. For 
months, he pointed out, the development of the scheme was screened 
from the view of the public, which had already been deluded by a 
campaign promise to maintain the TVA at full efficiency. 
Significance of TVA yardstick as check on monopoly 

Clapp testified that electric utilities are necessarily monopolies in 
their areas of service and that the public is, therefore, confronted with 
the problem of making monopoly do the job which the public interest 
requires. He said: 


In this American system that we have, which is the best and most aggressively, 


effective in the world, competition ordinarily provides the stimulus that keeps 
private enterprise groups on their toes, but in this electric utility industry, the 
nature of it being what it is, it is very Ciffieult to Cevise ways of competition 


without making that competition sort of destructive of efficient service (RDY, | 
543 

Clapp testified that there is, consequently, a need in this field for a 
“special kind of competition, not in duplicating systems within a single 
service area, but in setting up and cultivating large-scale centers of 
publicly owned and publicly operated utility enterprises that will set 
an example for the private utilities in the way, manner, and level of 
efficiency, and rates which good operations and good management can 
achieve” (ibid.) 

The witness then undertook to give the committee, as an example 
of that kind of competition, “the whole history and demonstration in 
the Tennessee Valley, where the TVA in partnership with 150 munic- 
ipalities and rural electric cooperatives have shown the country and 
the world how the electric utility business can be conducted and still 
be financially successful while it performs a more effective service for 
consumers” (ibid.). 

Clapp first discussed the importance of changing the outlook of 
private power monopoly toward the importance of an abund: ant supply 
of electrical energy in ‘‘a dynamic free enterprise economy” (RDY, 
p. 546 He emphasized that national security is tied to adequate 
power supply because “electric power is the strategic key to a larger 
and more efficient production during wartime” (RDY, p. 547). In 
the face of this, he said, the companies over the last 20 to 25 vears 
have hi: “4 “a constant habit of lagging be hind the demand for elec- 
tricity in projecting their plans for expansion” (ibid.) 

He the ‘n cited a series of examples of the outlook of the industry to 
support this statement, noting especially the testimony of Mr. Yates, 
then vice president of the Commonwealth & Southern Corp., as well 
as of its subsidiaries in South Carolina, Georgia, Alabama, Tennessee, 
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and Mississippi, before the Military Affairs Committee of the House 
in 1933 on the TVA bill. According to Clapp: 


Now, Mr. Yates testified at that time that there was a surplus of electrie power 
in the Tennessee Valley and that therefore there was no reason to set up a TVA 
and to build dams on the Tennessee River to control floods, or to provide naviga- 
tion, or to produce electricity He said all of that power will be surplus and will 
be wasted (RDY, p. 548). 

Clapp also quoted from the 1933 testimony of Mr. Yates to the 
effect that their engineers had made constant studies of the cost of 
power generation, transmission, and distribution and concluded “from 
the companies’ standpoint that it cannot possibly make further de- 
velopment of hydroelectric plants in this territory” (ibid.). He quoted 
Yates further as saying, ‘‘We know of no potential hydro development 
in the territory that will compare in cost with modern steam plants” 
(ibid.). He also noted that other witnesses were produced by the 
system now known as the Southern Co. in support of this position 
(ibid.) 

( ‘lapp testified that these witnesses contended that no additional 
electric lines were needed; that there were few sections of their States 
that were not served; and that they were quite satisfied with the job 
they were doing in extending their service to rural communities, 
although at the time — 1 farm out of 28 in the Tennessee Valley 
had electric itv (RDY, p. 549). He quoted Yates, again appearing in 
opposition to 1935 sence to the TVA Act, as telling the House 
Military Affairs Committee that 

Any statement that this area is dependent for power from the plants now being 
constructed by the Tennessee Valley Authority on the Tennessee River is untrue, 
and indicates complete lack of knowledge of this system and of conditions. * * * 


This area is now abundantly supplied with power, and in addition has surplus 


capacities sufficient to provide for future growth for the next 6 years, based on 
most optimistic estimates of service to rural, domestic, and industrial consumers 
(RDY, p. 550). 

The witness quoted Yates further as saying that there was not the 
slightest present economic justification for the building of any of the 
hydroplants being built by the TVA nor for the building of any of those 
planned (ibid.). Clapp then went on to comment on this monopoly 
viewpoint, that proved so wrong, as follows 

Well, Mr. Chairman, the irony of this shortsighted and unimaginative picture 
of stagnation for the Tennessee Valley Authority is unparalleled Mr. Yates now 
comes forward through the beckoning gestures of the Bureau of the Budget and 
the Atomie Energy Commission as the savior of an area now producing 23 times as 


much electricity as it was when Mr. Yates was testifving that there was too much 
there to start with, and he comes forward as being willing to supply this area with 
some additional electricity for a price, to save it from shortage. It is an area that 
has demonstrated time and again that his predictions about the future of the 


Tennessee Valley and its need for electricity were completely wrong (ibid. 


This committee must point out here that the Dixon-Yates contract 
would start the process of turning the power responsibility for the 
Tennessee Valley back to the very monopolists who were so short- 
sighted as to the power needs of the people. As stated by Clapp: 

The tendency of utility leaders to discount the prospects of future growth of 
the economy of this country, and the way in which people can use electricity if 
it can be brought within the range of their ability to use it, should be a source of 
deep concern and very sober reflection (RDY, pp. 550, 551 

Clapp went on to testify as to the complete failure of leaders of the 
private power industry to anticipate the power requirements of the 
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Edison Electric Institute, as the official voice of the organized utility 
monopoly groups (RDY, p. 551). He said that— 


war, referring particularly to C. W. Kellogg, then president of the 


the record of the past clearly reveals the electric power industry’s failure to 
promote the use of electricity during much of the entire period since the commercial 


introduction of ele etricity in the United States (RDY, p. 552). 


The witness referred particularly to the failure of private monopoly 
in the field of rural electrification. He pointed out that in 1924 less 
than 3 percent of the farms of the United States were electrified, with 
the ratio falling to less than 1 percent for 18 Southern States, as 
compared with much higher ratios in many foreign countries. He 
noted further that by 1935, when the rural electrification program 
got underway in this country, only 1 farm in 8 had received electric 
service from this country’s electric industry. He cited the high-rate, 
cream-skimming policy of private power mono} oles as one of the 
easons for slow progress in this service to our farms (RDY, pp. 
mat O00). 

Clapp illustrated the cream- skimming policy by again quoting 
Yates as testifying in 1935 that they considered there were many 
areas for whicl h they were canaenil le, where the population was too 
thin to be reached. He quoted Yates further as saying that experi- 
ence has shown that it does not pay to serve a farmer with electricity 
unless his annual income is in excess of $1,000 a year. Clapp added 
that in 1935, when Yates made this statement, the farmer in the 
South who had an annual income of $1,000 was a pretty rare one. 

1 e witness also quoted Georee M. Gadsby, speaking to the Publie 
Utilities Advertising Association, president of the Edison Electric 
Institute in 1952, as saying that 
there never would have been the need for rural electric cooperatives, and there 
was a need for them, if private utilities had had more faith in themselves to 
develop the farm market. 

Clapp went on to note instances illustrating the failure of the electric 
industry to promote the use of electric appliances, finally quoting a 
representative of the General Electric Co. as saying: 

The electrical equipment manufacturers’ ability to build up the power com- 
panies’ load is limited by the policies of the power company in every community 
(RDY, p. 554). 

How specialize d competition meets need for monopoly control 

The former Chairman of the TVA then proceeded to cite accom- 
plishments flowing from the TVA experiment in public competition, 
to illustrate the effectiveness of this method of dealing with the re- 
strictive influence of monopoly. 

Turning first to rural electrification, he noted that the development 
of rural electricity on an areawide basis had to wait more than 20 years 
under the monopoly policy. He continued: 

Then the rural electric cooperative pioneered in the Tennessee Valley, and it 
began to spread widely over the country with the aid of the REA. The electric 
cooperative revolutionized electric service in rural America (RDY, p. 553). 

Clapp testified to the TVA demonstration of the possibilities of 
expanding the market for electricity, with the average home in the 
Tennessee Valley using nearly twice as much electricity as in the rest 
of the country and with consumers in the valley buying more than 
$100 million of new electric appliances each year (RDY, p. 555). 


(ee a 











nr rn 


MONOPOLY IN THE POWER INDUSTRY 61 


He stated that total home and farm electric uses in the area are 
nearly 40 times the consumption of power for those uses 20 vears ago, 
while commercial and industrial electric loads have increased 15 times 
(ibid). 

Clapp’s explanantion of this phenomenal growth indicates clearly 
what the antimonopoly power policy, embodied in the TVA, has to 
contribute as an example of sound sales policy, as well as what the 
Dixon-Yates contract policy is designed to undermine and ultimately 
destroy, leaving a clear field to private monopoly. After suggesting 
that one explanation is found in the law which directed the TVA to 
undertake the full development of the resources of the Tennessee 
Valley area and the maximum development of electric energy, along 
with flood control, navigation, and other things, he continued: 

But equally important, the power agencies of the Tennessee Valley, the muni- 
cipalities and rural electric cooperatives have by agreements with TVA, in the 


form of contracts, laid the foundation for a policy of moving electricity to the 
farthest corners of the region at the lowest possible rates, to achieve the widest 
farthest f tl t the | t } bl I I 1 

possible distribution and the highest possible use When vou get all the energy 


of these power boards and their managements and their operators and the rural 
electric cooperatives harnessed up with an agency like the TVA through the 
means of a contract as between equals, dedicated to the task of making electricity 
go to work in the whole region, then you really begin to get results that the private 
utilities ought to emulate once in a while (RDY, p. 556). 

This the former Chairman of TVA described as the true partnership 
policy in the field of electric power. 

Diagnosing the failure of the utility companies to have a dynamic 
power marketing record, Clapp found it due, among other things, to 
the fact that utility companies are monopolies. He pointed out that 
they don’t have competition. If they don’t have enough electricity, 
the consumer can’t go down the street and buy it somewhere else. 
Utility regulation is not an effective substitute for competition. It 
can say, ‘‘No, you can’t do this or you can’t do that, but it does not 
assume or cannot assume positive responsibilities of management to 
press for reduced costs, improved equipment, and improved 
efficiency” (RDY, p. 558). He testified further: 

The lack of direct competition fosters a management of complacency that is 
bred by a cost-plus security paid for by the consumer who can’t shop around in 
buying his electricity. The management under these circumstances sometimes 
gets lazy and is incapable of the type of enterprising behavior which characterizes 
private enterprise in competitive situations (ibid.). 

Clapp then proceeded with testimony as to the effect of public 
power operations upon the private utilities around the TVA. He 
referred to the analysis of the President’s Water Resources Policy 
Commission, showing that the cost of power to rural electric coopera- 
tives purchasing from private companies in areas in which a Federal 
agency was marketing power, was about half as high as the cost of 
similar power where no competitive forces were in operation. He 
spoke of a map of the United States, with concentric circles centered 
around the TVA and the public power development in the Northwest, 
as showing successively higher charges to rural electric cooperatives 
as one moves farther and farther away from the two major centers of 
competition between public and private power (RDY, p. 560). 

The witness testified that in 1933, when the private utilities operated 
in the Tennessee Valley through the many companies of which Mr. 
Yates was then vice president, the average rates for residential service 
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were among the highest to be found in any region of the United States. 
He said that today the residential rates —: by private utilities 
around the TVA service area are substantially below the rates charged 
in the North and the East and the Middle West (RDY, p. 561). He 
testified further that the companies operating in the vicinity of the 
TVA area have profited in other ways from the TVA example. He 
continued: 

In 1933, soon after the creation of TVA, the Georgia and Alabama power 
companies found a new way to stimulate customer use by promotional] rates which 
offered a discount to the consumer if he used more electricity. Since 1933, these 
companies have promoted greater use of electricity * * *. They have competed 
vigorously with the REA cooperatives for rural loads especially in the more 
densely settled rural areas. When the cooperatives began to talk about building 
generating plants of their own to reduce their wholesale costs, the private com- 
panies offered power at wholesale on terms low enougb to keep that business (ibid.). 

Clapp gave the committee figures for expansion of power-generating 
capacity, which reveal in a striking way the influence of the TVA 
type of competition in breaking the restrictive grip of private monop- 
oly on the power industry. He said that between 1933 and 1952 the 
TVA expanded its power capacity about 500 percent, while corre- 
sponding expansion for the country as a whole was less than 150 
percent. He said that if the national figures are limited to privately 
owned systems, and the private company neighbors of TVA are also 
excluded, the increase in generating capacity between 1933 and 1952 
was only 91 percent (RDY, p. 562). 

The witness pointed out, however, that the low-rate policies of 
the private companies in the neighborhood of TVA, had resulted in 
a notable expansion in their generating capacity. Thus, he said, in 
the eight States adjoining Tennessee, excluding TVA capacity in 
those States, ‘‘the power capacity owned by private utilities has 
increased 200 percent since 1933 when the TVA Act was passed”’ 
(ibid.). He concluded his comparison with this contrast: 

Now, if you go to the six New England States, where the private utilities are 
at a safe distance from any effective competition from public-power develop- 
ments * * * the level of power rates is highest in the country and the growth 
of power supply has been the slowest. Power capacity in New England hes 
increased only 75 percent for this period I am talking about, compared with the 
200-percent increase among the private companies adjoining the TVA area (ibid.). 

rt’ © 

The witness commented: 


I think these recitals, and I could add more to it, make it clear that competition 
between public and private power has benefited the consumer of electric energy 
(ibid.). 

Clapp then turned to the question as to how this constant competi- 
tion has affected investors in these private companies. Using Federal 
Power Commission figures, he gives the answer as follows: 

The common stock earnings of major privately owned utilities contiguous to 
the TVA area, using 1937-39 as base of 100, moved to 275 in 1946, while the com- 
parable United States total reached 137. By 1952 the earnings of TVA’s private 
utility neighbors moved to 510 on the index, while the comparable United States 
total reached only 225 (RDY, p. 563). 

The witness then pointed out that “these excellent financial results 
have come not in spite of but because they have lowered their rates 
below the former levels and below national averages” (ibid.). 

Finally, before turning to a direct analysis of the significance of the 
Dixon-Yates contract, the former TVA chairman summed up the 
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fundamental change in outlook toward the power business which this 
special type of competition, as embodied in the TVA, is offering the 
country as a check on monopoly. He said: 

Now the reason, or one of the major reasons, why this TVA demonstration has 
been successful is that it adopted the central formula of mass distribution, and 
it is that which explains why the cost per kilowatt-hour of producing, transmitting, 
and distributing and managing the sale of electricity is about half as large in the 
Tennessee Valley as it is in the Nation’s privately owned utility system” (RDY, 
p. 564). 

Clapp testified that, excluding the controversial figures for interest, 
taxes, and profits, TVA costs for producing and delivering a kilowatt- 
hour of electricity amounted to only about half a cent, as compared 
with about 1 cent for the privately owned portion of the Nation’s 
power system. He explained that about a quarter of the difference was 
to be found in lower costs in customer accounting and collecting, sales 
promotion and administration, and about a fifth to economies in trans- 
mission and distribution. He commented that, in the Tennessee Valley 
“the distributors of the TVA power do not need to spend nearly as 
much on promotional advertising because the low rate sells the elec- 
tricity.”’ The lower costs, he said, were due to the higher average use 
of electricity (ibid.) 

Clapp expressed the thought that this new mass sales formula was 
at the bottom of the successful demonstration in the Tennessee Valley 
of how the electric utility business can be run successfully. This was 
the contribution that the successful record of the TVA, and the 150 
municipal and rural cooperative systems marketing the power, has 
made to the country in providing an example, measurably and uncon- 
testably successful, which consumers all over the Nation can look to 
as showing how the private utilities might go and do likewise. He 
said that the Dixon-Yates proposal ‘‘must be assessed in terms of its 
effect upon the continuation of this effective competitive demonstra- 
tion” (RDY, p. 565). 


Dixon-Yates contract designed to destroy TVA demonstration 


Former Chairman Clapp testified that, in his judgment based on 
some contact with the deal in its formative stages, the whole Dixon- 
Yates proposition 
is the opening step in a program planned deliberately to destroy the TVA demon- 
stration * * * of what the real function of the electric utility business can be 


(RDY, p. 543). 
He continued: 


The most important objection to the Dixon-Yates deal * * * is that it re- 
presents the formation of a combine of two big holding companies who have a 
long record of intent to do anything they could to cripple the TVA, and thereby 
remove the salutary public effects of competition which the TVA was giving them 
(RDY, p. 544). 

He figured that the combination includes two Government agencies, 
the Bureau of the Budget and the Atomic Energy Commission, in a 
scheme to squeeze the TVA into submission to the private utilities, so 
that in future years they ‘‘can dictate their own terms to the TVA and 
to the municipalities and rural electric cooperatives, who have been 
showing the country how the electric business can be and should 
be conducted”’ (ibid.) 

He stressed the fact that the deal involves more than just the fate 
of the TVA, that it involves also the 150 municipally owned and 
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cooperative electric distributive systems that are full-fledged partners 


with the United States Government. In his words: 

hese municipalities and cooperatives made up their own minds years ago when 
the TVA first started up that they wanted electricity from the TVA projects. 
Many of these towns and communities held referenda and people voted to decide 
whether or not their cities and their towns and their rural areas a put them- 
selves into a position to buy power from the TVA * * * (RDY, 545). 


Clapp interpreted this as showing that the program is not one 
directed by Federal fiat and imposed on the people of the valley. He 
pointed out that the whole issue thus “involves not just the future of 
the TVA, but also what happens to the equities and assets of the other 
end of this partnership, the municipal and rural electric cooperatives 
a have about $400 million invested in their systems” (ibid. 

Clapp pointed out further that people throughout the country, and 
particularly rural electric cooperatives, have an important stake in the 
issue. He said: 


There are many instances where rural electric cooperatives point to the experience 


of other rural electric cooperatives in the Tennessee Valley as a means of obtaining 
a better power supply at lower rates from the private utilities from which they 
must get their power (ibid 


He continued: 

The TVA demonstration, therefore, is a bargaining leverage for electric con- 
sumers all over the country, as a sort of silent partner at the elbow of every rural 
group and every municipal group that enters into negotiations with a private 
utility company (ibid 

Clapp testified as to the effect which the Dixon-Yates proposal 
would have upon the continuation of the TVA program in miti- 
cating the monopoly attitudes and attributes of the private utilities. 
He said that, if the Dixon-Yates deal goes through, and if an unsound 
engineering scheme is foisted upon the borders of the TV.A, and if now 
or in the future the TVA, through this or subsequent Dixon-Yates 
deals, is foreed to accept excess costs and pass those costs on to the 
consumer, then: 

This demonstration in the Tennessee Valley will have been nullified, and the 
efficiency of the organization crippled, and its costs will go up, and its rates will 
go up, and the private utilities will have eliminated from the scene one of the 
major instruments of public policy by which the taxpayers and the electric con- 
sumers of the country can bring the private utility companies to the task of doing 
a better job (RDY, p. 565). 
fe) emies de cide TVA fate be h ind its back 

Clapp then testified as to the experience of the TVA in connection 
with the negotiations which gave a to the Dixon-Yates contract, 
making it clear that the future of a great Government agency was 
being decided behind its back bai negotiations between the Bureau 
of the Budget, the Atomic Energy Commission and private power 
interests, which for years had been seeking the elimination of this 
special type of competition. When the TVA was finally brought into 
the negotiations it was not as a participant, but just as a group of 
experts to examine the figures, 

According to Clapp, in the fall of 1953 the TVA submitted its 
regular budget request for the coming fiscal year, including a request 
for appropriations with which to begin work on additional power 
capacity that would have totaled about 1,300,000 kilowatts when 
completed. This large additional capacity was included because the 
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Eisenhower administration had cut out of the previous budget the 
item for the start of the TVA Fulton steam plant. Clapp stated 
that the rate of growth of the TVA load requires a minimum of 
750,000 kilowatts in annual additions to its capacity (RDY, p. 568). 

The witness testified that on December 17 representatives of the 
TVA were called in by Acting Budget Director Rowland Hughes and 
told that the budget to be submitted by the President would include 
no funds to start new power capacity in the TVA system (RDY, 
p. 569). He continued: 


Mr. Hughes said that the President’s budget message was 


going to call upon 


the Atomic Energy Commission to seek an outside supply of power from privat 
utilities up to an amount which might be as ich as 500,000 kilowatts; and 
that if that arrangement could be successfully worked out, the Atomie Ene 
Commission would release the TVA from contractual commitment to the ALC 
for a like amount of power at the Paducah atomic energy installation in Ke 


tucky (ibid.) 


Clapp stated he was also informed that, if a satisfactory arrange- 
ment of this kind could not be worked out, the matter of requesting 
an appropriation for the Fulton station would be reconsidered. He 
said, further, that at the December 17 meeting there was no reference 
to the fact that the Bureau of the Budget, as shown by documents 
released later, had already had discussions with private utility com- 
panies about this proposed arrangement of power supply for the 
AEC (RDY, p. 562). According to Clapp, except for the President’s 
budget message, the TVA had heard nothing further about the matter 
until March 3, 1954 (ibid.). 

Clapp testified that on that date they were called back to the 
Bureau of the Budget and told of the switch to the February 25 
proposal of Middle South Utilities and the Southern Co. “to build a 
steam plant to be underwritten by the Government through a long- 
term contract to supply power, not to the Atomic Energy Commission, 
but to the TVA, at a delivery point in the middle of the river between 
Memphis and the plant site on the Arkansas side of the river.’ The 
TVA was asked to make its experts available to sit in with the Bureau 
of the Budget and the Atomic Energy Commission, to analyze this 
Dixon-Yates proposal (RDY, p. 571 

The former Chairman of the Tennessee Valley Authority testified 
that it was not until the release by the Atomic Energy Commission 
of the documentary history of the Dixon-Yates deal on August 21, 
1954, that he realized the extent to which the whole matter had been 
worked out behind TVA’s back. Reviewing that record, he said: 

I find that prior to the time we were first told that we were not going to have 
any money requested in our budget for 1955 with which to begin new steam 
capacity—lI find, upon reviewing this record of correspondence that there had 
already been meetings between Mr. McAfee and Mr. Walter Williams, of the 
AEC, on at least one occasion and probably more (ibid.). 

The witness found the January 4, 1954, letter from Mr. McAfee to 
Mr. Williams, Assistant to the General Manager of the Atomic 
Energy Commission, the most significant letter in the whole record. 
He quoted the letter as referring to “our conversation the last time 
I saw you in Washington.” He then quoted the balance of the letter 
as follows: 

The more I consider the possibility you are investigating, the more impressed 
I am with the necessity of considering other alternatives before a final decision is 
made. Iam sure that I suggested some of the things that would accomplish the 
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desired result, but I think now that I could put them in order of priority. If I 
had the responsibility of relieving the national budget of avoidable capital ex- 
penditures in the TVA area, I would consider: 

1. The TVA no longer assume full responsibility for supplying all the needs of 
municipalities. Thus, as present contracts expire, those municipalities which 
need a greater supply than is available from the Authority would be obliged to 
arrange for purchase from others or for the construction of a plant with municipal 
funds. 


2. Arrangements with neighboring companies of TVA to sell power to the 


Authority. Iam confident that arrangements could be made for the construction 
of a new plant if necessary. 

3. The plan you discussed with me. 

Best regards, 

Sincerely, 
J. W. McArer (RDY, p. 572). 

Clapp pointed to two important things about this letter, the first 
involving the priority given to the several proposals, the second involv- 
ing its revelation of what was actually going on. 

Turning to the first aspect of the letter, the witness emphasized 
that McAfee thought the preferable course, rather than the original 

rT T ° 

Bureau of the Budget proposal, was for the TVA to be denied the 
opportunity to carry out its obligation under the law to serve the 
municipalities and rural electric cooperatives of the Tennessee Valley, 
thereby forcing them to purchase the power from others. This, he 
said, “would literally have put the municipalities and rural electric 
cooperatives at the mercy of the private utilities outside the area of 
their service” (RDY, p. 573). 

Commenting on McAfee’s second best plan, Clapp said: 

It would have meant higher cost power; it would have meant that the future 
generating capacity was not to be installed as part of the TVA system under the 
control of the TVA, but would be installed by electric utilities outside the TVA 
area, piping power to the TVA system and giving those systems outside the TVA 
literally control over the growth of the Tennessee Valley. 


He added: 


To get these outside utilities to become the major source of new power for the 
growth of the Tennessee Valley from higher cost sources would have put a strangle- 
hold in the hands of these private utilities around the Tennessee Valley, on which 
they{could tighten the noose almost any time they wanted to (ibid.). 

Clapp then turned to the second thing about the McAfee letter 
which interested him. It was that “here the Atomic Energy Commis- 
sion, under instructions of the Bureau of the Budget, for the purpose 
of getting an outside supply of power for the Atomic Energy Commis- 
sion, very quickly begins to convene a group of some of the leading 
enemies of the whole TVA idea into a conferenc ‘e, not to discuss 
exclusively power supply to the Atomic Energy Commission, but to 
discuss and consider and develop plans for the future of the Tennessee 
Valley” (ibid.). The witness termed this “a shocking thing” (ibid.). 

Spec ulating « on why the TVA was not even told that such confer- 
ences were going on, Clapp thought the Bureau of the Budget might 
have felt it was useless to expect that the TVA Board, having taken 
an oath of office subscribing to the wisdom and feasibility of the TVA 
Act, ‘“‘would have been very enthusiastic about such a proposal or 
being a party to the liquidation of TVA” (RDY, p. 574). He thought 
that another reason for not taking it up with the TVA might have 
been that ‘the Administration had already told the people of the 
Tennessee Valley and the country, before it became the Administra- 
tion, that it would maintain the TVA at maximum efficiency”’ (ibid.). 
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Clapp’s testimony brings out the fact that, while the TVA’s budget 
request was under consideration, and even before the December 17 
meeting, at which it was told there would be no appropriations for 
additional steam e: pacity, Dixon’s Middle South Utilities, Ine., was 
contemplating a proposal similar to McAfee’s second alternative. He 
testified that TVA had received a proposal from the Mississippi Power 
& Light Co., signed by its vice president, similar in many ways to the 
later Dixon-Yates offer of private power supply. The TV A was not 
interested in this offer because it was an expensive proposition (ibid.) 

Clapp also testified that on February 9, 1954, the TVA received a 
lettter from Mr. Yates, president of the Southern Co., offering ‘to 
enter into a contract with the TVA to supply power from a new plant 
which they were planning to build on the Tennessee River in the 
TVA area near Guntersville, Ala.’”’ (ibid.). Yates suggested that, in 
view of the President’s message, he was offering to enlarge that plant 
so that they could enter into a contract with TVA to supply power 
(ibid.). 

At the time, Clapp said, it seemed rather curious that Yates should 
be writing this letter in response to the President’s budget message, 
because that message talked about the Atomic Energy Commission 
getting power from somebody else and turning back Shawnee station 
power to meet the general needs of the Tennessee Valley. He added 
that when the record was released by the AEC in August, he found that 
“Mr. Yates wrote the letter to me making this offer at the suggestion 
of General Nichols, sn General Manager of the Atomic Energy 
Commission” (RDY, p. 575 

From these facts, a ical both the McAfee letter and the Yates 
letter, it appears perfectly clear to the committee that the plan from 
the start has been a carefully thought out maneuver of private power 
monopoly to stop further expansion of TVA power supply to meet the 
growing needs of its customers and progressively to substitute private 
power supply. Thus private monopoly sought to eliminate the com- 
petition represented by the TVA yardstic k. The Dixon-Yates pro- 
posal is just the first step in the carrying out of that strategy. And, 
as Clapp testified subsequently, the P resident himself was misled by 
the principal memorandum of Budget Director Rowland Hughes on 
the basis of which he made his major decision to direct the “Atomic 
Energy Commission to enter the contract. There is no way of know- 
ing from the record made public in August 1954 how many times he 
had been misled in the earlier months when the scheme was being con- 
cocted (RDY, pp. 594, ff). 

Clapp testified that the main function of the TVA in connection 
with the negotiation of the Dixon-Yates contract was to supply the 
expertness necessary to bring down the excessive costs embodied in 
the February 25 offer of the private power combine. 

In Clapp’s words: 

TVA’s major contribution to the Dixon-Yates negotiation, therefore, is not as 
a participant, but as a group of experts drawn in by the Bureau of the Budget 
after these things had been pretty well shaped, with no opportunity to argue about 
the wisdom of where this plant was to be or whether the idea made any sense at 
all, but just to examine figures, arming the Atomic Energy Commission and the 
Bureau of the Budget with the expert knowledge which in my judgment they 
lacked, in order to carry on this kind of negotiation for power supply (RDY, p 
580). 

The witness emphasized the fact that the original idea of the AEC 
getting additional power for itself at Paducah had by this time been 








OS MONOPOLY IN THE POWER INDUSTRY 


lost. It had quickly changed to become a means by which an outside 
group would supply power to the TVA. Clapp saw this fact confirmed 

vy AEC Chairman Strauss’ analysis of the February 25 Dixon-Yates 
proposal, in which he commented as follows, on the higher costs incor- 
porated in the proposal, as compared with the TVA-AEC contract 
for Shawnee power: “Since the proposed plant would be built to 
provide additional power for TVA, this increased cost should be 
assumed by that agency,’’ meaning TVA (ibid.). According to Clapp: 

Here we have the Bureau of the Budget instructing the AEC to negotiate 
power for the AEC, inviting in heads of private utilities who have been tra- 
ditionally and over a long period of time hostile to the TVA, planning the TVA’s 
future, coming up with a Messrs. Dixon and Yates proposal not to supply power 
to the AEC but to the TVA, and the AKC turning around and oe that because 
it costs more than TVA power, TVA should be expected to pay the difference 
ibid 

Clapp added: 

Chere is a word for that process, but I can’t use it here (ibid.). 

Efforts to keep Congress in dark—Clapp under wraps 

Clapp testified that in mid-April 1954, when TVA hearings were 
scheduled for the following Monday before the Senate Appropriations 
Subcommittee on Independent Offices, he was suddenly requested to 
come to Washington for a conference with the Budget Bureau Director 
on the Friday before the hearing. He said that when he advised that 
the TVA plane was undergoing needed repairs so that they could not 
arrive until Sunday the Atomic Ene rgy Commission felt the conference 
of sufficient importance to make its plane available. According to 
Clapp: 

It developed that the conference was being called because TVA was going to 
appear before the Senate Appropriations Committee the following Monday and 
the Bureau of the Budget wanted to be sure that TVA would not undertake to 
discuss before the Senate Appropriations Committee * * * the Dixon- Yates 
proposal of April 10 that was under analysis by the AEC (RDY, p. 608). 

It seems, according to Clapp’s testimony, that General Nichols, 
AEC General Manager, had promised Senator Saltonstall, chairman 
of the subcommittee, an analysis of the proposal by the time of the 
hearmg on the TVA appropriations, with the Fulton steam station 
excluded. Clapp testified that it was apparent that the Atomic 
Energy Commission was a little apprehensive about what representa- 
tives of the TVA would say about the Dixon-Yates deal. He recalled 
that thev were at that time shown for the first time the April 10 
— of Dixon and Yates. 

Clapp testified that the upshot of the meeting was an agreement 
that Nichols would notify Senator Saltonstall that they would not 
be prepared to present an analysis of the new proposal by Monday, 
and that, in notifying the Senator, Nichols “would make no character- 
ization of the latest Dixon-Yates proposal, either one way or the 
— as being good or bad’’ (RDY, p. 604) 

Clapp added that, just 5 minutes before he took the stand before 
the Senate Appropriations Committee, Nichols read him the letter 
which had already been delivered to Senator Saltonstall, explaining 
why he could not submit recommendations or analyses. Clapp 
continued : 

The letter was in accordance with our agreement, with one very notable excep- 
tion. The letter did characterize the Dixon-Yates proposal as a fair and reason- 
able one, offering a good basis for negotiating a contract (ibid.). 





MONOPOLY IN THE POWER INDUSTRY 69 


The witness stated that, although he did feel the stage was being 
rigged a bit, he dutifully did not open up a discussion of the Dixon- 
Yates business before the committee. He said, however, that when 
Senator Saltonstall read the Nichols letter and interpreted it as 
indicating that it looked as though TV A’s power supply problem was 
going to be worked out satisfactorily without the Fulton steam plant, 
he felt compelled to comment that he “had no basis for being that 
optimistic” (ibid.). 

Thus Congress was kept in the dark about the true nature of the 
proposed Dixon-Yates contract. 


President misled by Budget Director 


The former Chairman of the TVA testified that the memorandum 
of April 24, 1954, from Budget Director Rowland Hughes, on the 
basis of which the President made his decision to direct the AEC to 
contract with Dixon and Yates for power supply for the TVA, was 
definitely misleading in many particulars. He said that, if he didn’t 
know much about the private utilities or the intricacies of taxation 
or the TVA record of 20 years, and had such a memorandum before 
him, he might have O.K.’d it himself (RDY, p. 587 

Clapp supported his contention by analyzing the April 24 mermoran- 
dum in some detail, indicating that it played down the disadvantages 
of the Dixon-Yates proposal. Specifically, he said that it understated 
the excess costs of the proposal; that it used skillful innuendo to 
encourage the belief that the TVA didn’t know much about the power 
business; that 1 glossed over the comparative merits of the sites 
chosen respectively for the TVA F on steam plant and the eae 
Yates West Memphis station; that it brushed off the differential i 
delivered coal costs, as between the TVA and Dixon-Yates saan 
that it was calculated to mislead the President as to the relative 
expertness of TVA and Federal Power Commission engineers, in 
determining comparative costs; and that it lacked any explanation of 
why the plant should be located outside the TVA area with a resulling 
$600,000 of added transmission costs (RDY, pp. 587-590 

C lapp referred particularly to the statement in the memors oe 
that “acceptance of this utility offer will be agreeable to the AEC 
it is determined by higher authority as administration policy to obtain 
the advantages of the use of private power, notwithstanding the 
additional cost for taxes and interest, plus an estimated $1 million or 
about 5 percent increase in annual operating costs.’”’ He commented 
that, in the light of the record, this statement took the prize for 
cryptic understatement. He continued: 

The record shows that prior to this date of April 24, on April 16 to be exact, 
Commissioners Smythe and Zuckert of the AEC sent a letter to Mr. Hughes, the 
Director of the Budget, in which they characterized this proposal in this fashion 
They call it an awkward and unbusiness-like way by which another Federal 
agency becomes concerned in the power business (RDY, p. 591 

Clapp called attention to the statement in the memorandum that 
the difference in cost ‘would be reduced if actual operating costs prove 


to be higher for TVA.”” His comment was: 

There is no reference to TVA’s record of performance in this respect TVA’s 
record on operating costs is one of the best records in the history of the utility 
business. The private utilities know it. That is why they would like to do some- 


thing to make that record less good. The probabilities, assuming that TVA con- 
tinues or is permitted to continue as an organization of high efficiency and devo- 
tion to the publie service, are that TVA’s estimated operating costs for the Fulton 
steam plant would be less than their estimates, and not higher (ibid 
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The witness pointed out that in the light of the record of Ebasco 
the engineering firm chosen by Dixon-Yates to construct the West 
Memphis plant, in connection with the Joppa plant of Electric Energy, 
Inc., Hughes’ innuendo was exceedingly misleading. He referred spe- 
cifically to the fact that, in the Joppa plant case, Ebasco’s failure in- 
volved— 
overrunning their estimates of cost, faulty design of their boilers, higher coal costs 
than they estimated because of design difficulty with their boilers * * * and 
that increases the expense of operation (ibid.). 

Clapp testified that he did not think anyone would be able to 
exercise a truly informed judgment concerning this Dixon-Yates deal 
on the basis of the Hughes memorandum (RDY, p. 595). And he 
testified further that there had been no request from the President for 
advice from the TVA in the matter or for comment on the April 24 
memorandum (RDY, p. 597). Stating that there had been no contact 
with the President on his part, he added: 

I had hoped that there might be, because this was a subject that reached to the 
very heart of the effectiveness of the TVA. In times past whenever matters 
affecting the TVA were on the President’s desk, it was customary for the President 
to call the Chairman of the Board of the TVA and ask him about those things 
face to face * * *. There was no such opportunity in this instance (ibid.). 


Cost of Diron-Yates to the Nation 


Clapp responded to questions bearing on the cost to consumers of 
electricity and the country as a whole of this stre ngthening of monop- 
oly. He stated that, if the Dixon-Yates contract goes through and 
the demonstration carried on in the Tennessee Valle ’y begins to sag, 
the companies will become mere complacent again and “their rates 
will go up, the farmers will have to pay more for ele tricity, and other 
consumers will have to pay more for electricity (RDY, p. 612). 
He said: 

Competition is the juice that produces aggressive enterprise. When you take 
competition out of this electric utility picture * * * then, of course, the utilities 
will have pretty much their own way in these matters. * * * Now, anyone who 
thinks that vou can regulate these boys by State regulatory commissions, or by a 
Federal regulatory commission, on questions of adequacy of power supply, 
electric coverage in the rural areas, and low rates, just isn’t reading the history 
of the subject very accurately. The TVA through its very existence is the most 
potent creative regulatory factor in this picture with respect to utility monopolies 
(RDY, p. 613). 

Finally, he turned to comment on the direct cost to the Nation 
itself, if the Dixon-Yates proposal becomes effective. He said that it 
involved not only the millions of dollars that TVA consumers would 
be expected to pay, “but as you raise the rates charged by the TVA, 
the private utilities elsewhere in their negotiations with the Govern- 
oe for power supply to atomic energy and aluminum and chemical 
plants, and so on, can push their rates up, and the Se 
buying the end product pays the difference.” That, he added, 
the main reason, in my judgment, why this Dixon-Yates ccomeaal i is 
such a fantastic perversion of an expressed intent to achieve some thing 
in the public interest”? (RDY, p. 614). 

It is interesting to recall, at this juncture, that the excess power 
costs to the Nation in the Dixon-Yates contract were estimated by 
TVA to be $140 million over the life of the contract, while the 
President’s own Bureau of the Budget estimated the excess cost at 
$90 million. 





SECTION V 
SIGNIFICANCE OF VON TRESCKOW BRUSHOFF 


Von Tresckow proposal strips disguise from monopoly 

The treatment accorded the offer of the Von Tresckow syndicate 
to construct the necessary 600,000-kilowatt steam electric station to 
meet the expanding power requirements of the TVA is a prime example 
of the farflung influence of monopoly in the power business and its 
ability to suppress any sort of competition. It also strongly suggests 
that the Federal administration’s maneuvers to put over the Dixon- 
Yates contract were not designed so much to save the Government a 
self-liquidating investment of about $100 million, as to start the liqui- 
dation of the TVA, thereby strengthening the private power monopoly 
represented by Middle South Utilities, Inc. 

The Von Tresckow matter came to the committee’s attention as a 
straight monopoly issue involving one of the country’s outstanding 
engineering firms, Gibbs & Hill. This engineering firm had been 
associated with the Von Tresckow syndicate in the development of a 
new plan for financing generating stations at low interest rates, through 
what were esse ntially privately “issued revenue bonds, based on long- 
term contracts to supply power to distributing utilities, both private 
and public. The first of these was planned for construction near 
Burlington, Vt., by the Vermont Generating Co., based on anticipated 
contracts for supply of power to the Green Mountain Power Co., 
the Central Vermont Public Service, and the Burlington Municipal 
Electric System. 

But, according to the information which came to the committee, 
Gibbs & Hill were forced to separate themselves from the Von Tres- 
ckow competing bid under pressure from the power industry on pain of 
losing their utility clients after it became known that the group had 
made an offer to the Atomic Energy Commission to build a 600,000- 
kilowatt plant to supply the TVA with power, in competition with the 
Dixon-Yates offer. The pressure, it was stated, came indirectly from 
Mr. Dixon, president of the Middle South Utilities, Inc., and was 
transmitted to Gibbs & Hill through its utility clients and certain 
equipment companies. The committee decided that the situation 
warranted a prompt hearing. 

As Lucius E. Burch, attorney for the Von Tresckow group, testified, 
the Von Tresckow syndicate’s plan was based on the fact that there 
was really no risk warranting a high return on equity money invested 
in such power supply. They believed, he said, that with the entire 
project financed with loan capital, private capital could show the way 
to really low-cost power (RDY, p. 10). The syndicate would simply 
make a charge for its services in setting up a given project. 

In addition to the Vermont project, the testimony shows that con- 
sideration had been given to possibilities in New York City, the 
Tennessee Valley, and Arizona. The possibility of financing such an 
undertaking in the Tennessee Valley was considered as early as 
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December 1953, when it appeared that the TVA might not obtain an 
appropriation for its proposed Fulton steam station near Memphis. 
According to the testimony of John B. Saxe, vice president and chief 
engineer of Gibbs & Hill, under date of December 14, 1953, he fur- 
nished Von Tresckow a cost data sheet for a proposed 660,000-kilowatt 
steam electric generating station, with a range of fuel costs so that it 
could be considered in terms of either the Consolidated Edison of 
New York or the TVA areas. According to Saxe, Von Tresckow at 
that time said something to him about a plant in the TVA area 
RDY, pp. 103, 104). But, although they had as late as May 3 
furnished Von Tresckow with more comple te data, specifically related 
to the Tennessee Valley area, the testimony shows that on May 6 the 
engineering firm was forced to withdraw from all participation in the 
TVA area project with a letter announcing, in a alized words— 


THAT WE WILL NOT PARTICIPATE IN ANY ACTIVITY DETRI- 
MENTAL TO THE Paty stent OWNED PUBLIC 1 urs INDUSTRY 
IN THE COUNTRY ! (RDY, p. 61). 

The carbon copy of this letter, obtained by subpena of the Gibbs & 
Hill files, shows that Sloan, president of the engineering firm, had 
considered substituting the words ‘competing with” for ‘‘detrimental 
to” in the quoted sentence, but had finally decided to let the text 
remain as it had been handed to Von Tresckow. But the consider- 
ation given to such a change indicates clearly the real intent. We will 
now examine the testimony of the principals in this situation in some- 
what more detail. 


Monopoly pur pose of Dinon- Yate s scheme becomes clear 

Lucius E. Burch, Jr., attorney for the Von Tresckow group, testified 
chiefly as to the nature of the Von Tresckow plan and the lack of real 
consideration of it by the Atomic Energy Commission. His testimony 
suggests that the AEC was mainly concerned with brushing off the 
Von Tresckow group in favor of the Dixon-Yates proposal. 

As to the nature of this plan for the TVA, Burch testified that the 
Von Tresckow group 


iad come to the conclusion that it was possible to finance utilities without resort 

to Government credit by working on the basis that when yvou’ve got a contract 

with the Government, vou’ve got everything that is behind the Government 

bond, and that * * * there is no need to have any equity capital because there 
no risk, 


He testified further that Von Tresckow’s plan 
simply was to get a contract with the TVA for the purchase of this power over a 
30-vear period, and on the basis of that contract to finance and issue bonds. 
According to Burch, Von Tresckow assured him that “he had commit- 
ments for those bonds, and it later developed that he did and has. 
There would be no profit in it whatever’ (RDY, p. 10). Later testi- 
mony showed that the syndicate would charge $4 million for its services 
in arranging the financing and construction of the project. 
Subsequently, Burch testified as to the important differences be- 
tween the Dixon-Yates proposal and the Von Tresckow proposal. He 
dealt first with the difference in impact on the TVA’s ability to secure 


I letter is incorrectly reproduced, as Sloan exhibit 7, on page 144 of the printed hearings, changing the 
lize 1: ‘That we will not participate in any activity of the privately owned publie 
dus itrv.”’ the words ‘“‘of the having been substituted for the words “detrimental 





See complete text p. 129 infra 
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the advantages of integration of its own power supply and second with 
the difference in cost as between the contrasting methods of finaneing 

On. the first contract, Burch testified that the Dixon-Yates proposal 
‘is the first step in the complete dismantlement of the TVA.” He 
explained this is due to the fact that the idea behind the TVA is based 
on its taking advantage of the savings resulting from integration of 
its own sources of power supply while, under the Dixon-Yates plan, it 
would not own the plant nor “control the production of power’ but 
“will have to pay for it at rates with which it has nothing to do as to 
making or setting’ (RDY, pp. 80, 81 

Burch continued: 

Under the Von Tresckow proposal the plant will immediately br tegrated 
into TVA. and at the end, when it is paid for, it will become their plant, just a 
much as the Johnson plant, or any they have built (RDY, p. 81 

Dealing with the difference between the two proposals in the cost 
of financing the needed steam electric station, Burch testified that, 
according to the sworn testimony of the TVA before the Joint Com 
mittee on Atomic Energy, the Dixon-Yates proposal over the life oi 
the contract would cost $150 million more than the TVA could do the 
job for and that the Bureau of the Budget, after resolving every doubt 
in favor of the proposal, said it would cost $90 million more. He 
continued: 


Under the Von Tresckow proposal, it will cost exactly what it would cost the 
TVA to do the work, plus $4 million, with this further differential, the Governm 
borrowings now are at a rate, long-term borrowings, of about 3 pereent * 
These bonds would be 3% percent bonds (ibid 


Burch testified further that, in addition, under the Von Tresckow 
proposal the TVA “‘would get a plant where they want it as a part of 
their system, and they own it” (ibid.). He had prey lously pointed out 
that “at the end of a 30-year period that plant, with normal mainte 
nance, should have a value of not less than $30 million. That is the 
$30 million that the Government gets under the Von Tresckow pro- 
posal that it never gets under the Dixon-Yates proposal” (RDY, 
p. 79). 

This committee feels that, if the objective of the Federal adminis- 
tration had been simply to save the Government the $100 million 
investment required to construct the proposed TVA Fulton steam 
plant and otherwise to maintain the TVA at maximum efficiency, the 
Von Tresckow plant should have been very seriously explored as an 
alternative to the Dixon-Yates proposal, with its awkward arrange- 
ment for using the Atomic Energy Commission as a private power 
broker. If it is contended that amendment to the TVA Act would 
be required to enable it to enter into a 30-year contract, it may be 
recalled that the amendment to the Atomic Energy Act offered by 
Senator Ferguson was necessary to legitimize the AEC-Dixon-Yates 
arrangement. Furthermore, the three-cornered deal which the ad- 
ministration is sponsoring requires a TVA-AEC contract, as well. 

In view of the fact, as the testimony before this committee clearly 
shows, that every obstacle both within and without the Government 
was placed in the way of the Von Tresckow group, and it was finally 
brushed off unceremoniously, we can reach no other conelusion than 
that reached by Burch, that “the Dixon-Yates proposal is the first 
step in the complete dismantlement of the TVA.” We would add 
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that such a dismantlement could serve no purposes but those of private 
monopoly in the power business. 

There can be no valid contention that the Von Tresckow offer was 
not substantial in every respect. The names signed to the offer of 
May 13, 1954, included, in addition to Walter Von Tresckow: 

John W. Mitchell, for Caldwell, Marshall, Trimble & Mitchell, outstanding 
legal firm engaged in validating public bond issues; 

Harvey Weeks, retired vice president of the Central Hanover Bank; 

Zelig R. Nathanson and George H. Schwartz, for Schwartz, Nathanson & 
Cohen, a firm specializing in reorganization matters before the SEC; 

Robert W. Larrow, corporation counsel of Burlington, Vt.; 

Rudolph Smutny, for Salmon Bros. & Hutzler, the largest bond firm of the kind 
in the world, dating back to the Civil War (RDY, pp. 66, 67). 

The record further shows that, when private power monopoly 
pressure forced Gibbs & Hill out of the picture as engineering con- 
sultants to Von Tresckow, he obtained the services of the engineering 
firm of Burns & McDonald, of Kansas City, and the Long Construc- 
tion Co. (RDY, p. 181). 


Monopoly pressure forces engineering firm to withdraw 


The evidence shows that the first move of monopoly to undermine 
the Von Tresckow proposal was to bring pressure to bear on Gibbs - 
Hill, among the country’s leading engineering firms in this field, 
force them to withdraw from association with the Von Tresc Sore 
group, insofar as it was involved in competition with the Dixon-Yates 
combine for power supply to the TVA. The picture painted in the 
testimony, of three top executives of an engineering firm, with a 
perm: inent staff of some 360 employees (RDY, p. 90), going up to 
Von Tresckow’s apartment and spending about 3 hours trying to 
write a letter of disassociation which was to relieve them of the pres- 
sure, presents serious implications as to the monolithic character of 
the influence of power monopoly in this country today. 

According to the testimony of David B. Sloan, president of Gibbs 
& Hill, there are only 7 or 8 engineering firms in the country equipped 
to undertake the work of such a powerplant (RDY, p. 135). Yet 
they felt that both their previous relationship with Von Tresckow 
and the threat which they faced, if they lent their name to a proposal 
in competition with Middle South Utilities, required such action. 

Von Tresckow testified that on May 6 the president and two of 
the vice presidents of Gibbs & Hill called upon him and informed him: 

We are sorry, Walter, the pressure on us and from our own customers is getting 
such that we cannot stay with you on this, and we have to withdraw (RDY, p. 
173). 

Von Tresckow further testified that Sloan informed him that Mr. 
Dixon was exerting pressure through one of Gibbs & Hill’s ‘‘very 
good customers,’”’ Mr. England, president of Atlantic City Electric 
Co., and implied that the pressure had also been applied through 
other customers of Gibbs & Hill, as well as through suppliers of 
electrical equipment (RDY, p. 176). Von Tresckow added that the 
purpose of Gibbs & Hill in wanting the letter was absolutely to assure 
their clients that they would not participate in a competitive proposal 
against Middle South Utilities (ibid.). 

The letter of May 6 from Gibbs & Hill to Von Tresckow, which 
the testimony shows was rewritten many times at Von Tresckow’s 
apartment, contains the remarkable and revealing statement that 
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Gibbs & Hill “could not afford to have its name linked with any 
endeavor contrary to the interests of any privately owned public 
utilities in this country (RDY, p. 61). 


_ This letter is of sufficient importance to be included in this report 
in its entirety, as follows: 


Burcu Exuisit 16 


New York N. Y., May 6, 1954. 
Mr. Wa.teR Von TRESCKOW, 
400 East 52d Street, New York 22, N. Y. 

Dear Mr. Von Tresckow: In our original discussions we had no knowledge 
of the fact that any private utilities were interested in the construction and 
operation of a generating station in the Tennessee Valley area for the Atomic 
Energy Commission. 

It now develops that unauthorized use of our name has been made in con- 
nection with a proposal to the Atomic Energy Commission counter to one sub- 
mitted by Middle South Utilities and the Southern Cos. 

On April 28 we pointed out to you that Gibbs & Hill, Inc., could not afford 
to have its name linked with any endeavor contrary to the interests of any 
privately owned public utilities in this country. 

The use of our name has come to the attention of Mr. Dixon, presider-t of 
Middle South Utilities and through him to Mr. England, president of Atlantic 
City Electric, one of our clients; and to a number of electrical equipment and 
boiler manufacturers. One of the subsidiaries of Middle South Utilities is the 
New Orleans Public Service Co., with whom we have been endeavoring to 
negotiate an agreement for the design and/or construction supervision of their 
new station. 

In view of the foregoing it would seem necessary to have statements issued 
in such newspapers as Gibbs & Hill’s name has been mentioned in connection 
with this project, to this effect: THAT WE WILL NOT PARTICIPATE IN 
ANY ACTIVITY DETRIMENTAL TO THE PRIVATELY OWNED PUB- 
LIC UTILITY INDUSTRY IN THIS COUNTRY. 

Any personal names or company names used above are confidential and have 
been mentioned for the sole purpose of adequately presenting Gibbs & Hill’s 
position. 

Yours very truly, 
Gipss & Hitu, INc., 
Davip B. Sioan, President. 


(RDY, p. 61.) 

What Gibbs & Hill feared, as the consequence of being identified 
with Von Tresckow’s proposal for the TVA area, becomes clear from 
the testimony of Sloan as to his conversation with Von Tresckow on 
May 6 in connection with the preparation of the letter. They feared 
loss of business. In response to a question about his conversation 
with Von Tresckow when he first entered the room, Sloan at first 
testified: 

In general he agreed we were involved in a situation where, as professional 
engineers, there was a conflict of interest which was an untenable position for 
engineers to be in and that for that reason we could not participate in this pro- 
posal so far as the TVA plant was concerned, and we asked his assistance in ob- 
taining the necessary retractions (RDY, p. 122). 

In its narrower implications, the alleged conflict, according to Sloan, 
arose because they were soliciting the job of engineering the construc- 
tion of a steam station under consideration by the New Orleans Public 
Service Co., already referred to as a Middle South subsidiary, and they 
could not hope to get that contract if they participated in a proposal 
which interfered with the Dixon-Yates proposal, of which that holding 
company was the chief sponsor. This clearly illustrates the extent to 
which a holding company setup tends to extend the area of monopoly, 
a fact clearly brought out in Sloan’s testimony (RDY, p. 128). 
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In response to the question what he meant by the statement in the 
letter that Gibbs & Hill ‘‘could not afford to have its name linked with 
any endeavor contrary to the interest of any privately owned utility 
in this country,” Sloan said that they would be adversely affected 
“because there would a conflict of interest.’’ Then, to the more 
specific question, as to whether “‘vou were afraid that you might lose 
some business if you went ahead with the Von Tresckow group,” the 
witness replied: 


I think that is probably a correct statement because I think that if I were in 


the position of the New Orleans Publie Service, if they knew we were identified 
with this other proposal they might say, ‘‘those fellows do not show good sense. 
Here they have been soliciting work from us and now they become identified with 
& situation in which there is a conflict of interest so they could not possibly serve 


RDY, p. 129 


Finally, the witness grudgingly admitted that the letter could have 
meant that they might have lost some business if they had gone ahead. 
But he denied that anyone, Middle South Utilities or Atlantie City 
Electric, or New Orleans Public Service, or the Southern Co., had 
made any such suggestion (RDY, pp. 129, 130). 

Conflicting evidence 

There is considerable confusion in the testimony of the officers of 
Gibbs & Hill, particularly when considered in the light of their letter. 
In general, they tended to minimize their earlier participation in the 
idea of constructing a plant in the TVA area. Sloan testified that 
he had not known of his Chief Engineer Saxe’s furnishing figures 
applicable to such a plant as early as December 14 (RDY, p. 105). 

Sloan testified to a telephone call from Von Tresckow on April 28 
warning him not to be surprised if their name, Gibbs & Hill, appeared 
in the papers in connection with the project. Sloan testified that 
he told Von Tresckow he was not sure they wanted it used (ibid.) 
He said that he, with his associates, then went up to Von Tresckow’s 
and told him “emphatically” they did not want their name used at 
all in connection with the proposal in the TVA area (RDY, p. 110) 
But he admitted that a week later, after they had received a copy of 
Burch’s wire to AEC, mentioning them as engineers, in connection with 
a request for a conference, their Chief Engineer Saxe had sent con- 
firmation estimates of costs for the proposed TVA area steam plant 

RDY, p. 115). 

There is a suggestion that Gibbs & Hill did not realize that private 
utilities were interested in construction and operation of a generating 
station in the TVA area until they received a copy of ‘ Pulbie Utility 
Spotlight,” of May 2, which reached them May 5, and that this, plus 
calls from outside industry and equipment sources, resulted in their 
sudden decision to withdraw (RDY, p. 124). There is even a pos- 
sibility that they did not see the “Spotlight” until May 6, when they 
all went up to Von Tresckow’s and spent 24; hours composing the 
withdrawal letter. 

Edward L. Champion, vice president of Gibbs & Hill, testified that 
after composing the letter he had called their utility clients, specifically 
Indianapolis Power & Light Co. and Atlantic City Electric Co., ‘to 
notify them of our complete lack of any connections with this project.”’ 
He said that England of the Atlantic City Co. had suggested that 
“T call Mr. Dixon and tell him we were completely out of any proposi- 
tion with the Von Tresckow group,’ which he did (RDY, p. 139). 
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Champion also testified that during the telephone conversation 
“England said he had known of our name being used, because he and 
Mr. Dixon together were in the office of Mr. Cook of the Atomic 
Energy Commission and jointly heard our name being used in con- 
nection with the Von Tresckow proposal” (ibid.). In the letter they 
stated that: 

On April 28 we pointed out to you that Gibbs & Hill, Ine., could not afford to 
have its name linked with any endeavor contrary to the interest of any privately 
owned utilities in the country. 

But in response to questions, Sloan indicated he did not know “whether 
I made just that verbal statement or not” (RDY, p. 125 

Von Tresckow, on the other hand, testified that Gibbs & Hill had 
always considered themselves ‘‘our engineers’; that he had engaged 
in at least a dozen conversations with Saxe, chief engineer and vice 
president of Gibbs & Hill, about the proposed TVA project; and that 
the April 28 discussion was not over the use of their name but the 
wrong use of their name in the press as heading the syndicate. He 
testified further that Sloan did not indicate at this conference that 
Gibbs & Hill wanted to withdraw from the TVA area project and 
that Sloan made no real objection until May 6 when he said that 
they ‘‘told me they regretted very much that this is what they had 
to do, and they had to withdraw, and they couldn’t stand the pressure”’ 
(RDY, pp. 174, 175) 

In response to questions, Von Tresckow testified that at the May 6 
conference, Mr. Sloan told him that 

Mr. Dixon was exerting pressure through Mr. England. And Mr. England, 
in Atlantic City, was one of their very good customers, and the implications were 
that it had been done also to other customers of theirs, as well as suppliers 
He stated further that, without mentioning specific names, some 
electrical equipment and boiler manufacturers were exerting pressure 
on Sloan to disassociate himself from the proposed project (RDY, 
p. 176). 

The committee has recently been advised of an attempt to exert 
similar pressure to prevent a geologist, head of the University of Mis- 
sissippi Engineering School, from testifying before the SEC for the 
Tennessee Valley municipal systems as to the geology of the West 
Memphis site chosen for the proposed Dixon-Yates steam plant. This 
pressure was allegedly exerted through the provost of the university, 
with the suggestion that the university might lose some prospective 
contributions if he testified. The source of the call to the provost 
was a still-unidentified person in Jackson, Miss., where the Mississippi 
subsidiary of Middle South Utilities makes it headquarters. Although 
the attorney for Middle South immediately entered a denial that Mr. 
Dixon had anything to do with this pressure, the committee feels that 
it raises questions which should be thoroughly investigated. 

From the point of view of the monopoly issue before this committee, 
it is not necessary to resolve the discrepancies between Sloan’s testi- 
mony and that offered by Von Tresckow or within the Sloan testimony 
taken by itself. The May 6, 1954, letter itself is sufficient to make it 
clear that an important engineering firm did not dare to go forward as 
a participant in a project which offered competition with a rival 
project put forward by Middle South Utilities as part of the scheme 
to undermine the competitive influence of TVA. Monopoly is shown 
asserting itself. 
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Only private monopoly need apply 


The evidence shows that, although the withdrawal of Gibbs & Hill 
from participation in the V on Tresckow proposal delayed the proposal 
of the bid to the Atomic Energy Commission, the real manifestation of 
monopoly’s influence is found in the way in which that offer was 
brushed off by the AEC and the Bureau of the Budget. The specifi- 
cation sheet sent to the Von Tresckow group, requiring certain specific 
data, and the Budget Bureau’s report listing reasons for rejection of the 
Von Tresckow offer both imply that only private power monopoly 
need apply. The fact is that that the responsible Federal agencies 
never really negotiated with the competitive group. 

The truth about the situation is unquestionably reflected in testi- 
mony of witness Stietenroth in regard to a conversation he had with 
Paul Hallingby, assistant to Mr. “Dixon, president of Middle South 
Utilities. Stietenroth testified that, about a month previous to his 
testimony, he had asked Hallingby, what the situation was so far as 
the Dixon-Yates contract was concerned. According to the witness, 
Hallingby replied: 

Well, it looks all right. * * * It is on the rails and the rails are greased 
(RDY, p. 207). 

In response to the question what he thought Hallingby meant, 
Stientenroth replied: 

In the light of our discussion and what I understood him to mean, and what I 
sincerely believe that he was telling me, was that it was just a matter of time 
before whoever it is that has to give their approval would give their approval, 
and that the Dixon-Yates contract would be executed by whatever governmental 
agency it is supposed to be signed by (ibid.). 

The evidence shows that the AEC made no real effort to explore 
or negotiate with the Von Tresckow group corresponding with the 
months of negotiation in which the original unsatisfactory proposal 
of the Dixon-Yates combine was reduced to more reasonable terms. 
In response to questions from the committee, Burch, attorney handling 
the matter for the Von Tresckow interests, testified that when they 
finally secured a conference with the AEC on June 3, the principal 
man for the AEC was Guy Thaxton, chief of the power division. 
General Manager of AEC Nichols, later testifying before the Joint 
Committee on Atomic Energy, said that he did not even know 
Thaxton (RDY, pp. 75, 76). Burch testified further that at the 
same hearings Assistant General Manager of AEC Cook told the 
joint committee that, while the chief of their power division sat in 
on all discussions of the Von Tresckow proposal, he had not expressed 
an opinion as to the relative merits of the Dixon-Yates and Von 
Tresckow proposals, nor had he been asked for his opinion (RDY, 
p. 77). 

Burch also recalled that the testimony before the Joint Committee 
on Atomic Energy had developed the fact that, “not only did Mr. 
Nichols and the Commissioners personally negotiate with the Dixon- 
Yates group but the AEC initiated the proposal to the Dixon-Yates 
group.” He continued: 

The negotiations went on for a period of some 6 months. They were carried 
on in a very friendly fashion, as all negotiations should be and as ours should 
have been, with cutting and trimming and trying to get a better deal and to 
smooth out the rough spots and reduce the uncertainties (RDY, p. 76). 
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Burch stated: 


Now this is the way the negotiation with the Dixon-Yates group was carried 
on, which is diametrically opposite from the way it was carried on with us (RDY, 
p. 78). 

Such evidence suggests strongly that the Von Tresckow group was 
treated as a poac her on the preserves of private power monopoly; 

Emphasizing the inconclusive nature of the Von Tresckow negotia- 
tions with the AEC, Burch testified that they had never received any 
notice that their proposal had been turned down. He testified that 
his only information on the matter came through his attending the 
hearing before the Joint Committee on Atomic E nergy, at which he 
heard the witness read a letter from the Director of the Bureau of the 
Budget saying that they favored the Dixon-Yates proposal (RDY, 
p. 81). 

Burch testified further that their only knowledge of the reasons why 
their proposal was turned down was derived from the Bureau of the 
Budget letter, which was not directed to them. With reference to the 
Bureau’s statement that the Von Tresckow’s proposals were indefinite, 
he said the Bureau had never specified the elements of indefiniteness 
nor given them an opportunity to make them more definite. As to 
the Bureau’s statement that the organization to do the work does not 
exist, he said that they could get the necessary charter in 24 hours 
(RDY, p. 83). 

Burch testified that the only thing suggested in the Bureau’s letter 
which he felt had any substance, was that, under the statute, the AEC 
had the power to contract for not to exceed 25 years and their proposal 
would require a 30-year contract. His answer was that the TVA has 
this legal authority and that either the contract should be made with 
the TVA, which is going to get the power anyway or— 
if they are going to insist that AEC be the contracting body, let the AEC take it 
for 25 years, with the provision that there be a standby provision with TVA * * * 
that if AEC cancels, that TVA will take it up. 

He added that ‘‘some reasonable contractual relationship with TVA 
is presupposed in this plan, whoever builds the plant” (ibid.). 

Burch referred to the testimony of Nichols, General Manager of 
AEC, to the effect that Dixon-Yates would not make the same pro- 
posal if the deal was directly with TVA. He said: 

The implication that I got out of Mr. Nichol’s testimony * * * is that it was 
felt that there was a position to be maintained in the utility field and that the TVA 
was regarded as a threat to the utility business and that they would not contract 
with the TVA except at very much higher rates (RDY, p. 84). 

Burch’s testimony with regard to communications from the AEC 
and the “data sheet,’’ or summary of information requested of the Von 
Tresckow as a basis for the Commission’s analysis, makes it clear 
beyond any question that only private power utilities would receive 
consideration by the Federal Administration as potential suppliers of 
the next increment of power required by the TVA system. He 
testified that on May 19, AEC General Manager Nichols had wired 
the Von Tresckow group, asking to be advised, among other things, as 
to “the companies already in the business of generating power who 
will be responsible for the operation of the proposed fac ‘ility” (RDY, 
p. 68). Burch commented: 

That, if it were taken literally, would mean that my clients would not build it, 
or nobody not already in the field could build it; it was limited to people already 
generating power (ibid.). 
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Burch further placed in the record a copy of the “data sheet” 
indicating the information which they were required to furnish as a 
basis for subsequent analysis. This ‘data sheet’”’ as well as the tele- 
gram itself, indicated as one of the requirements, information as to 
“dependable backup to permit year-round operation at 600,000 kilo- 
watts to provide for shutdown for normal maintenance operations” 
with the further indication that “excess generating capacity may be 
used by the supplier for sale to others or for own use when not needed 
by AEC provided reasonable credit accrues to AEC” (RDY, p. 86). 

lt may be noted that no such ‘data sheet” had apparently ever been 
sent to the Dixon-Yates group. In fact, Attorney James for the 
power company combine asked for “a copy of the specifications 
referred to here, which were issued by the AEC, because, frankly, | 
have not seen them.”” James stated further that his client never saw 
them “until he read about it in the paper.” In response to a question 
as to the basis on which the Dixon-Yates group submitted a bid, he 
said: ‘“They were asked to submit a proposal, and they got up their 
own proposal, but we never have had any specifications’ (RDY, 


pp. 85, 86). 

surch interpreted this requirement as raising the whole question of 
what system the proposed steam plant would be integrated with. As 
he said: ‘There was only one firm that had the reserve and no reserve 
was going to be needed.” He added: 

Chis power is going to be delivered to the TVA at Memphis, to be used by the 


TVA in the Memphis area, which presumably will release power commitments of 
the TVA to let them supply power up at Paducah. The TVA and this one utility, 
or the companies associated with this one utility, are the only ones that have the 
backup; they have the reserve (RDY, p. 69) 

He said further that if the power is going into the TVA system, 
there is no need in the world a burden the Government with the cost 

' backup, ‘because that backup is already there; the TVA has it’ 
(ibid 

What this means is that the requirement of reserves, independently 
of the TVA system reserve, in effect, limited those who could meet the 
requirements to the existing private power systems adjacent to the 
TVA system at Memphis and effectively screened out any proposals 
which offered to provide for the financing and construction of a 
steam station which would become an integral part of and ultimately 
be owned by the TVA system itself. And we should note Burch’s 
testimony that, on learning through the Joint Committee on Atomic 
Energy hearings that their offer to AEC had been rejected, the Von 
Tresckow syndicate wired the TVA “offering to build the plant for 
them, and we will build a plant for the TVA and we will build it 
wherever they want it’”’ (RDY, pp. 83, 84) 

The committee expresses the view that the 90 to 140 million dollars 
additional sum, which the record shows the Dixon-Yates contract 
would cost the Government, is a high price to pay for the additional 
200,000-kilowatt reserve which is not required by the TVA system. 
But the record before us suggests that the actual price to be paid i 
in reality much higher because it is nothing less than actual cost to 
the Government of allowing private monopoly to start the destruc- 
tion of the TVA yardstick which has provided such a salutary check 
on what might otherwise become the all-powerful private power 
monopoly which President Thedoore Roosevelt “felt it his duty to 


prevent.” 





SECTION VI 
WALL STREET, EBASCO, AND MIDDLE SOUTH 


Testimony before this committee contains charges that there is 
“Wall Street domination” of Middle South Utilities, Ine., and its 
subsidiary operating companies. J. D. Stietenroth, Arthur MeLean, 
and former Governor MeMath of Arkansas testified that decisions 
of policy are not made locally but are imposed upon the operating 
companies from No. 2 Rector Street, New York City. Furthermore, 
they allege that the holding company systems, which were supposedly 
dissolved by enforcement of the Public Utility Holding Company Act 
of 1935, exist today in more subtle form 

These allegations which are set out in detail in this report are sub- 
stantiated from independent sources, including data from the files of 
the Federal Power Commission and the Securities and Exchange Com- 
mission and from financial manuals and directories 

This section contains a preliminary study of the interlocking direc- 
torates among an important group of institutional investors and their 
directoral ties with Middle South Utilities, Inc., and Electric Bond & 


Share Co., the sole owner of Ebasco Services. It also contains partial 
information as to the stock ownership by these financial institutions 
in Middle South and Electric Bond & Share. It provides a clue as to 


what lies behind the charge of Wall Street domination. 
Ties between Electric Bond & Share, Middle South, and financial houses 
Members of the boards of Electric Bond & Share and Middle 
South also sit on the boards of 15 of the largest banks, insurance 
companies, and investment concerns in the country. It is a well- 
known device for institutional investors to make their influence felt 
by having representatives of their interests on the boards of compa- 
nies which they find it profitable to control. The Holding Company 
Act recognized the danger inherent in such directoral ties and pre- 
scribes in section 17 (¢) important limitations on utility directors 
also serving on the boards of such financial institutions, as follows: 


os no registered holding company or any subsidiary company thereof shall 
have as an officer or director thereof anv executive, officer, director, partner 
appointee, or representative of any bank, trust company, investment banker, or 
banking association * * * except in such cases as rules and regulations prescribed 
by the Commission may permit as not adversely affecting the public interest or 


the interest of investors or consumers. 


The Secutities and Exchange Commission has prescribed by its 
rule U-70 the exceptions to section 17 (c) which it has determined will 
not adversely affect the public interest. But, in the light of informa- 
tion discussed below, it appears significant that the only financial 
connections declared by officers or directors of Electric Bond & Share 
Co. are (1) Curtis E. Calder, chairman of the board of directors, who 
filed his directorship in the National City Bank of New York, and (2) 
George G. Walker, the company’s president, who filed his directorship 
in Manufacturers Trust Co., also of New York. Each claimed exemp- 
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tion from section 17 (c) under rule U-70 (a) (3), which states that a 
person is exempted from the restrictions of 17 (c) if he is a person who 
is regularly employed by a registered holding company or subsidiary 
and devotes substantially all his working time to such employment 
alone, or together with employment by a public-utility company 
which is not an associate company of any holding company and has 
no financial connection with any investment banker. 

The following is a full list of connections between officers or direc- 
tors of Electric Bond & Share Co. and Middle South Utilities, Inc., 
on the one hand, and banks, investment trusts, and insurance com- 
panies, on the other: 


Directors of — Financial institutional directorships 
Electric Bond & Share Co.: 
Curtis E. Calder, chairman__. National City Bank. 
Lehman Corp. 
United States & Foreign Securities. 
United States & International Securities. 
Federal Insurance Co. 
Stephen Heard . State Street Investment Trust. 
John R. Simpson Fiduciary Trust Co. 
General American Investors. 
Tri-Continental Corp. 
Middle South Utilities, Ine.: 
George A. Sloan spat Bankers Trust Co. 
Blue Ridge Mutual Fund, Ine. 
Great American Insurance Co. 


George F. Bennett __.. State Street Investment Trust. 
Harvard University. 

Artemus Gates Mutual Life Insurance Co. 

George G. Walker_ _- Manufacturers Trust Co. 


While insurance companies and investment trusts are not specifically 
mentioned in section 17 (ce) of the Holding Company Act, there is no 
question as to their increasing importance as agencies of financial 
influence. In other words, while failure of officers and directors of 
Electric Bond & Share and Middle South to file these interlocking 
financial connections may not involve violation of the letter of the 
law, they may come close to violating the intent of Congress, revealing 
a loophole which may need to be closed by further legislation. In 
any case, in the light of the showing of a community of financial 
interest among the investment institutions below, these interlocking 
directorates unquestionably play a part in the scheme of Wall Street 
domination. 

As developed in chart I, even though State Investment Trust is 
the only financial institution in the picture which has directors on 
both Electric Bond & Share Co. and Middle South Utilities, Inc., 
this fact does not tell the whole story. The correlative fact is that 
all 14 of the financial institutions are so interconnected by inter- 
locking directorates, that they become essentially a community of 
interest so far as the guiding policy controlling the private utility 
systems is concerned. 
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Cuart | 


INTERLOCKING DIRECTORATES AFFECTING CONTROL OF ELECTRIC 
Bonp & SHARE AND MippLe Sours Uriuirigs, Inc. 


Part I—E.ectric Bonn & SHareE Tres WitH INsTITUTIONAL INVESTORS AND 
OTHER Tres oF Sucu INVESTORS 


Directors of Electric Bond & Share: Also directors of these financial institutions 
National City Bank. 
United States & Foreign Securities 
Curtis E. Calder United States & International Securities 
Lehman Corp 
Federal Insurance Co 
General American Investors 


John R. Simpson Tri-Continental Corp 
{Fiduciary Trust Co 

George G. Walker Manufacturers Trust Co 

Stephen Heard State Street Investment Corp 


Institutional investors tied to Electric Bond & Share with their ties to other institutional 
nvestors 
Directors of Ties with other institutional investors 

National City Bank: 
Ele ctric Bor d & Sha é 
Lehman Cory 

Curtis E. Calder Federal Insurance Co. 

United States & International Securities. 
United States & Foreign Securities. 


Howard C,. Shepard : Federal Insurance Co. 
Robert Winthrop f United States & International Securities. 
| United States & Foreign Securities 
Richard 8. Perkins {Provident Loan Society. 
| New York Life Insurance Co. 
Harry C. Hagerty Metropolitan Life Insurance Co. 
Amory Houghton Metropolitan Life Insurance Co. 


United States & International Securi- 
ties, United States & Foreign Securi- 
ties: 
Elect Bond & Share 
Lehman ( orp. 


Curtis E. Calder ’ 


Federal Insurance 
National Citv Bank 
Na 


ational City Banl 


Robert Winthrop 
Frederick H. Ecker M 


Lehman Corp.: ! 


Ele Bo ¢ Share 
| Nat al City Ban 
Curtis E. Calder « Federal Insurance Co 
United States & International Securities 
United States & For Securities 
Thomas A. Morgan Bankers Trust ‘ 
B. Earl Puckett Bankers Trust Co 


Harold V. Smith Manufacturers Trust Co 
John M. Hancock John Hancock Insurance Co 

. ‘ Metropolitan Life Insurance Co 
wueius D. Cle , : : : one ‘ 
Lucius D. Clay Marine Midland Trust Co 
Monroe C. Gutman General American Investors. 
Robert Lehman General American Investors 


Wm. J. Hammerslough General American Investors 


1 Holder of more than 1 percent of stock of Elect Bond & § 
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In lilutional anvestor lied to Electric Bond «& Share with the wr ties to other ianstit 





tional investor Continued 
Federal Insuraneée Co.: Ties with other institutional investors 
‘Electric Bond & Share. 
| Lehman Corp 
Curtis Ek. Calder United States & International Securities. 
| United States & Foreign Securities 
\National City Bank. 
Howard ©. Shepard National City Bank. 
Lewis A. Lapham Bankers Trust Co. 
Harold T White Provident Loan Society 
Carrol M. Shanks _{ Guaranty) Trust Co , 
| Prudential Insurance Co 
Alexander C. Nagle Prudential Insurance Co. 
Arthur M. Anderson J. P. Morgan & Co. 
General American Investors: ! 
Elect Bond & Sha 
John R. Simpson 5 Fiduciary Trust Co. 
Pri-Continental Corp 
Monroe C. Gutman Lehman Corp 
Robert Lehman Lehman Corp 
Wim. J. Hammerslough Lehman Corp. 
Boylston A. Tompkins Bankers Trust Co. 
James Brues Chemical Bank & Trust Co 
Arthur A. Ballantine New York Life Insurance Co. 
Cri-Continental Corp 
; Ele tric Bond & Share 
John R. Simpson Creneral American Investors 
Fiduciary Trust Co 
Francis F. Randolph Chase National Bank. 
Elliott V. Bell New York Life Insurance Co 
Bayard F. Pope Maiine Midland Trust Co 
Kugene W. Stetsor Guaranty Trust Co. 
Fidueiary Trust Co 
Kleetrie Bond & Share. 
John R. Simpsor fri-Continental Corp. 
General American Investors 
oe {Provident Institution for Savings. 
: i eT | Mutual Life Insurance Co. 
Elihu Root, Jt Mutual Life Insurance Co, 
Man ifacturers Trust Co 
Creorge Walker Biect Bond & Sha 
Harold V. Smith Lehman ¢ orp 
State Street Investment Corp 
Stephen Heard Elect Bond & Share 
George F. Bennett Viddle South Utilitie / 
Paul C. Cabot Harvard Universits 
\J. P. Morgan & Co 
Francis ©. Gray Provident Institution for Savings. 
Part II1—Mipp.ie Soutn Uriniries Ties Wirn INstiruTioNat INVESTORS AND 


OruerR Ties OF SucH INVESTORS 


Directors of Middle South Utilities L180 directors of these financial institutions 
(Great American Insurance Co, 
George A, Sloan , Bankers Trust Co. 


Blue Ridge Mutual Fund, 
{Harvard University 

(State Street Investment Corp 
Artemus Gates Mutual Life Insurance Co 


George | Bennett 


Holder of more than 1 percent of stock of Electric Bond & Share 
Holder ore thar percent of stock of Middle South Utilities, I 
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Institutional investors tied to VJ ddle South Ut f1es, Inc.. unth the a { 


nat frona nvestors 


Directors of Ties th other 


Great American Insurance Co 


George A. Sloat Bankers Trust C 
Blue Ridge Mutual Fund 

Karl D. Babst (‘hase National Bank 

H. Donald Campbell Chase National Bank 

Klimore C, Patterso: J. P. Morgan & Co 

Harry k. Humphreys, Jr Chemical Bank & Trust Co 

Henry U. Harris Chemical Bank & Trust C« 
Blue Ridge Mutual Fund 

Viddle South lt 
George \ Sloal ) Bankers Tr ist Co 


(Great American Insurance Co 


Viddle South Utilities 


George A. Sloan Great American Insurance Co 
Blue Pidge Mutual Fund 

Lewis A. Lapham Federal Insurance Co 

Thomas A. Morgar Lehman Corp 

B. Earl Puckett Lehma Corp 

Boylston A. Tompkins General American Investors 

Thomas J. Watson, Jt Mutual Life Insurance Co 


John W. Hanes Mutual Life Insurance Co 
Philip D. Reed Metre politar Life Insurance Co 
Howard 8. Cullman Prudential Insurance Co 
Harvard University 
| Viddle South Ut lres. 
\State Street Investment Corp 
State Street Investment ¢ orp 
\J. P. Morgan & Co 
Frederick C. Crawford Mutual Life Ins 
Massachusetts Investors Trust 
Ralph Lowell John Haneock Insurance Co 
Provident Institution for Savings 
{Chase National Bank 
| Prudential 


Ceorge F. Bennett 4 


Paul C. Cabot 


rance C'o 


Arthur W Page 


Massachusetts Investors Trust 


Insurance Co 





(Harvard Universit 
Provident Institution for Savings 
’ 


Ralph Lowell 


H. Frederick Hagemann, J1 Provident Institution for Saving 
Paul F. Clark John Haneock Insurance C« 
Merrill Griswold John Haneock Insurance Co 
Thomas D. Cabot John Hancock Insurance Co 
Mutual Life Insurance Co 

Artemus Gates Viddle South Ut 
Frederick C. Crawford Harvard University 
John W. Hanes Bankers Trust Co 
Thomas J. Watson, Jr Bankers Trust Co 
John W. Davis Guaranty Trust Co 
Charles E. Dunlap Guaranty Trust Co 

+1 {Fiduciary Trust Co 
Henry L. Shattuck ee F ahttiittons Ven: Sewtess 
Elihu Root, Jr Fiduciary Trust 

State Street Investment Corp 
George F. Bennett Viddle South Ut ties, Inc 
Stephen Heard Flectric Bond & Share 
i ar are vers \ 

Paul C. Cabot oo & eM 
Francis C. Gray Provident Institution for Savings 


2 Holder of more than 1 percent of stock of Middle South Utilities, Inc 
3 Member of advisory committee 

* Deputy treasurer 

’ Has no directoral tie with Middle South, but has financial 
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Part III—InstirutionaL Investors Tiep INpiREcTLY WitH Exectrric BoNnp 
& SHARE AND MippLe Soutsa Utiiities, TocetHer With Orxner INstTITUv- 
TIONAL INVESTORS WitH Wuom TuHey ArE Tiep THrouGH Common D1REc- 
TORATES 


Marine Midland Trust Co.: 


3 vehms Cor 
S seeien' T). Claw {Lehman Corp 


\ Metropolitan Life Insurance Co. 


Bayard F. Pope_-_--- ....-. Tri-Continental Corp. 
New York Life Insurance Co.: 
Arthur A. Ballantine _........ General American Investors 


Elliott V. Bell 
Perey H. Johnston 


a Tri-Continental Corp. 

Secataduuuls Chemical Bank & Trust Co. 

f National Citv Bank 

(Provident Loan Society. 
Charles D. Dickey. -__- toon 0. er. MOrgan & Co. 
Devereaux C. Josephs_--- -- J. P. Morgan & Co. 

J. P. Morgan & Co.: 
Arthur M. Anderson 


Richard S. Perkins 


we .. Federal Insurance Co. 


Paul C. Cabot ete -.-.- State Street Investment Corp. 
Devereaux C. Josephs-_------ . New York Life Insurance Co. 
Ellmore C. Patterson ae Great American Insurance Co. 


Guaranty Trust Co.: 


Charles E. Dunlap__-_-- ...... Mutual Life Insurance Co. 


John W. Davis ‘ _. Mutual Life Insurance Co. 

Eugene W. Stetson a ... Tri-Continental Corp 

Carvol Mi: Bhamiee. .. ; ; J Prudential Insurance Co. 
| Federal Insurance Co. 

Robert W. Woodruff ee aes Metropolitan Life Insurance Co. 

Provident Institution for Savings 

Phillip H. Theopold John Hancock Insurance Co. 

i dward B. Hanify John Hancock Insurance Co. 

Francis C. Gray State Street Investment Corp. 
John Hancock Insurance Co, 

Ralph Lowell ; Massachusetts Investors Trust. 
{Harvard University. 

H. Frederick Hagemann, Jr Massachusetts Investors Trust. 


{Fiduciary Trust Co. 


Henry L. Shattuck 4 “¢ ' 
~ : | Mutual Life Insurance Co. 


Provident Loan Society: 


> hod PDoeki {National City Bank. 

Richard S. Perkins \New York Life Insurance Co. 

Harold T. White Federal Insurance Co. 

John I. Downey Metropolitan Life Insurance Co. 
Metropolitan Life Insurance Co. 

Frederick H. Ecker , United States & International Securities. 


{United States & Foreign Securities. 
Chase National Bank: 


Karl D. Babst Great American Insurance Co. 
H. Donald Campbell Great American Insurance Co, 
Arthur W. Pace J Harvard University. 
| Prudential Insurance Co. 

John J. MeCloy Metropolitan Life Insurance Co. 
Leroy A. Lincoln Metropolitan Life Insurance Co. 
Francis F. Randolph Tri-Continental Corp. 

Chemical Bank & Trust Co.: 
Perey H. Johnston New York Life Insurance Co. 


James Bruce General American Investors. 
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Metropolitan Life Insurance Co.: 


Amory Houghton National City Bank. 

Harry C. Hagerty _- National City Bank. 

Philip D. Reed Bankers Trust Co 

John I. Downey Provident Loan Society. 
Provident Loan Society 

Frederick H. Ecker_ , United States & International Securities. 
United States & Foreign Securities 

Y mice fLehman Corp. 

Lucius D. Clay_-- \ Marine Midland Trust Co. 

John J. MeCloy Chase National Bank. 

Leroy A. Lincoln. Chase National Bank. 

tobert W. Woodruff Guaranty Trust Co 

Prudential Insurance Co.: 
Alexander C. Nagle Federal Insurance Co. 


J Federal Insurance Co. 
(Guaranty Trust Co. 
fHarvard University. 
(Chase National Bank. 


Carrol M. Shanks 


Arthur W. Page 


Howard §S. Cullman Bankers Trust Co. 
John Hancock Insurance Co.: 
Paul F. Clark Massachusetts Investors Trust 
Massachusetts Investors Trust. 
Ralph Lowell , Provident Institution for Savings. 


{Harvard University. 


Merrill Griswold a Massachusetts Investors Trust. 


Thomas D. Cabot Massachusetts Investors Trust. 
John M. Hancock Lehman Corp 
Edward B. Hanify Provident Institution for Savings. 


Ownership of Electric Bond & Share and Middle South stock 


In addition to the directoral ties with the two utility holding 
companies, some of these same institutional investors own consider- 
able blocks of stock in the two holding companies as shown in chart 
II. Itis generally recognized that it takes much less than a majority 
stock ownership in order to control a company and it is difficult to 
set an arbitrary figure as the point where control begins. The Public 
Utility Holding Company Act did set a certain standard for determin- 
ing certain degrees of control for the use of the Securities and Exchange 
Commission to guide it in regulating to prevent monopolistic abuses 
in the public utility field. Section 2 (a) 7 (A) of the act defines a 
holding company as— 
any company which directly or indirectly owns, controls, or holds with power to 


vote, 10 per centum or more of the outstanding voting securities of a public-utility 
company or of a company which is a bolding * * *, 


while section 11 (A) defines an affiliate of a specified company as— 


any person that directly or indirectly owns, controls or holds with power to vote, 
5 per centum or more of the outstanding voting securities of such specified 
company. 

Since the passage of the Holding Company Act of 1935, the banks, 
investment trusts, and insurance companies have avoided individually 
owning enough voting stock to be technically classed as a holding 
company or affiliate, which would require them to comply with the 
disclosure provisions of the act, as well as subject them to divestment 
of their ownership if the Securities and Exchange Commission found 
such action necessary in the public interest. 

These financial institutions, however, may be in a position at the 
present time, through their close community of interlocking directo- 
rates to vote their stock in concert. Further investigation is needed to 
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determine to what extent such voting is carried on. We may only 
deduce circumstantially that this is being done because the possibility 
exists and because historically this has been a device used to protect 
the interests of those involved in such relationships. 

Furthermore, with the information presently available it is impos- 
sible to determine the exact number of securities that these financial 
interests are capable of mutually controlling. Only those investors 
which own over 1] percent of the stock of a utility or holding company 


are required to file their holdings with the Securities and Exchange , 
Commission. A certain amount of additional information may be 


obtained from Moody’s Manual of Investments. Because the 

Southern Co. is teamed with Middle South Utilities in the Dixon- 

Yates contract, this holding company is also included in chart II, , 
which lists institutional investors with their blocks of stock in Electric 

Bond & Share Co. and Middle South Utilities. The list is based on 

available information and is probably not complete. 


CHART II 


INSTITUTIONAL INVESTORS HOLDING Stock IN ELectrRic Bonn & SHARE, Mippu 
SoutH Uriritres, Ine AND SOUTHERN Co. 


General American Investors: 80,000 shares Electric Bond & Share ! 
Lehman Corp.: 

60,000 shares Electric Bond & Share ! 

50,664 shares Middle South Utilities 
Sohl & Co 60,000 shares Electric Bond & Share ! 
Tri Continental Corp. 

74,000 shares Electric Bond & Share ! 

94,300 shares Middle South Utilities ! 

140,000 shares Southern Co.! 
State Street Investment Corp.: 

25,000 shares Electric Bond & Share 

109,619 shares Middle South Utilities ! 
Harvard University: 

5,784 shares Electric Bond & Share 

108,136 shares Middle South Utilities ! 
Affiliated Fund (care of Guaranty Trust Co. 

105,000 shares Middle South Utiiities ! 

300,000 shares Southern Co.! 
Massachusetts Investors Trust: 100,000 shares Middle South Utilities ! 
Investors Mutual Fund: 

82,400 shares Middle South Utilities ! 

106,000 shares Southern Co 
United States & Foreign Securities: 12,000 shares Middle South Utilities 
United States & International Securities: 13,000 shares Middle South Utilities = 
Blue Ridge Mutual Fund: 

13,928 shares Middle South Utilities 

21,250 shares Southern Co. 


1 Holding is 1 percent or more of the outstanding voting stock. 
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Chart III, based on this list, shows graphically the stock ownership 
ties for the institutional investors holding an important block of stock 
in more than one of the holding companies. It also shows where these 
investing institutions are tied together by interlocking directorates. 


CHuarr Ill 


LARGE IN ITUTIONAL INVESTOR STOCK HOLDINGS IN 


ELECTRIC BOND & SHARE, MIDDLE OUTH UTILI AND SOUTHERN CO. 


LEHMAN 
CORPORATION 


L— GENERAL AMERICAN 
INVESTORS 
—|_TRI-CONTINENTAL 
BLUE RIDGE ELECTRIC BOND & SHARE CO. 
,.| MUTUAL FUND /\_EBASCO SERVICES, INC. 
J 
WA\ 
U.S.& FOREIGN SECURITIES YONI mivote soutx 
U.S.& INTERNATIONAL SECURITIES YX 7/Lutemies, ne. 
XY ]] 
0 
\ 
_| HARVARD UNIVERSITY aaa 


i 
" STATE STREET 
INVESTMENT CORP. 
AFFILIATED FUND 
* 


INVESTORS 
MUTUAL FUND 















* Large investors in both Electric Bond and Share and Southern groups. 
Stock ownership ties 
=== Directorships 


Chart IV then combines, so far as Electric Bond & Share and Middle 
South Utilities are concerned, the information on. interlocking directo- 
rates and the stock holdings by institutional investors. It pietures, to 
the extent that information is presently available, the Wall Street 
financial community tying together these two holding companies, with 
Ebasco as their service organization. 

This chart emphasizes dramatically the need for further investiga- 
tion to determine all the ramifications of a setup which has apparently 
been taking the place of the former holding company device for mo- 
nopoly control of the country’s private power business. 
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The part played by Ebasco 

Witness Stietenroth testified that there was no appreciable difference 
between the relations of Mississippi Power & Light when Middle 
South Utilities, Inc., took the place of Electric Power & Light at the 
time the old Electric Bond & Share holding company system was dis- 
solved, pursuant to orders of the Securities & Exchange Commission. 
He said: 

Well, we dealt with the same people, and we did the same things, and I couldn’t 
tell from one day to the next whether Electric Power & Light was still going or 
still in existence, or gone (RDY, p. 362). 

He expressed the opinion that as of the present time ‘‘the existence 
of the Public Utility Holding Company Act is not very effective in 
curbing the abuses for which purpose it was passed at first.’’ 

The committee feels that there is much to substantiate the testimony 
of this witness and that there is indication that the old holding com- 
pany system of Electric Bond & Share may still be very much intact. 

Electric Bond & Share Co., before 1946, stood at the pinnacle of the 
holding company system which bore its name. It maintained a vast 
system which consisted of four subholding company systems which 
had operating companies spanning the Nation. Electric Bond & 
Share, directly or indirectly, owned all, or a controlling amount of, 
the stock in the companies under it. Today, because Electric Bond 
& Share has divested itself, by order of the Securities & Exchange 
Commission, of the stock it once held in these companies, it claims it 
has severed its holding-company status. It continues, however, to 
maintain its contact with most of these companies through Ebasco 
Services, Inc., its wholly owned subsidiary, which now acts as the 
service company for a majority of Electric Bond & Share’s former sub- 
sidiaries. The stock ownership, which Electric Bond & Share once 
held in them, may now be held to an important extent by institutional 
investors. These investors also apparently have considerable holdings 
in the stock of Electric Bond & Share itself. They may, therefore, 
well be using the Electric Bond & Share, which is Ebasco, to impose 
upon the utility operating companies policies and practices favorable 
to the investors. 

Electric Bond & Share could still be considered a holding company 
or Ebasco an affiliate if in its contractual relationships it exerts a 
“controlling influence” over the operating companies. 

Section 2 (a) (7) (B) of the Holding Company Act states that a 
“holding company”? may be— 
any person which the Commission determines, after notice and opportunity 
for hearing, directly or indirectly to exercise (either alone or pursuant to an 
arrangement or understanding with one or more other persons) such a controlling 
influence over the management or policies of any public-utility or holding com- 
pany as to make it necessary or appropriate to the public interest or for the 
protection of investors or consumers that such person be subject to the obliga- 
tions, duties, and liabilities imposed in this title upon holding companies. 

Section 2 (a) (11) (D) of the act states that an “affiliate” of a 
specified company means— 
any person or class of persons that the Commission determines, after appropriate 
notice and opportunity for hearing, to stand in such relation to such specified 
company that there is liable to be such an absence of arm’s-length bargaining 


in transactions between them as to make it necessary or appropriate in the public 
interest or for the protection of investors or consumers that such person be 
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subject to the obligations, duties, and liabilities imposed in this title upon affiliates 
of a company. 

According to the testimony of Stietenroth, discussed above, the 
relationship between Ebasco and Mississippi Power & Light Co. 
appears to be anything but arm’s length so far as the operating com- 
pany contracting for the services of the service company is concerned. 
In fact, there appear to be instances in which Ebasco plays an im- 
portant part in management decisions. This raises an important 
question as to whether, in many other instances where Ebasco services 
the former subsidiaries of Electric Bond & Share Co., there may not 
be similar evidence of managerial control and absence of true arm’s- 
length bargaining. 

Chart V shows what available public information reveals as to the 
extent to which Ebasco continues to serve former subsidiaries of 
Electric Bond & Share Co. 

CuHart V 


Tue Exvectrric Bonn & SHARE Co. System (1954) 


(Relations with former subsidiaries through management arrangements of Ebasco 
Services, its wholly-owned subsidiary) 


Former sub-holding company groups (served by Ebasco Services and Haskins & 
Sells 
Electric Power & Light Co.! 2 
Middle South Utilities 
Arkansas Power & Light Co. 
Louisiana Power & Light Co. 
Mississippi Power & Light Co. 
New Orleans Public Service Corp. 
United Gas Co. 
American Power & Light Co.! 3 
Minnesota Power & Light Co. 
Montana Power Co. 
Pacific Power & Light Co 
absorbed Northwestern Electric Co.) 
Mountain States Power Co. 
Washington Water Power Co. 
Idaho Power & Light Co. 
Texas Utilities 
Dallas Power & Light Co. 
Texas Electric Service 
Texas Power & Light Co. 
National Power & Light Co.‘ 5 
Carolina Power & Light Co. 
Pennsylvania Power & Light Co. 
Scranton Electric Co. 
Ordered dissolved August 22, 1942. 
Former subsidiary Utah Power & Light Co. served by Haskins & Sells, but no available information as 
to service by Ebasco 
Former subsidiaries Kansas Gas & Electric Co., Florida Power & Light Co., and Arizona Public Service 
Co _—— rly Arizona Light & Power) served by Haskins & Sells, but no available information as to service 
DV E msco 
‘ Ord red dissolved August 23, 1941 
J ormer ——_ iry, Memphis Street Railway, served by Haskins & Sells, but no available information 


What is Controlling Influence 

In any attempt to appraise the significance of these continuing 
service arrangements with former Electric Bond & Share subsidiaries, 
it is important to note that conclusion of ‘controlling influence’’ or 
absence of ‘‘arm’s-length bargaining,’ is determined, not by fixed 
criteria, but rather by the circumstances of each case. It appears, 
therefore, that an effort should be made to uncover more about these 
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Ebasco service arrangements. This information is not available from 
the Securities & Exchange Commission since Ebasco, in its annual 
reports to the Commission, claims that service contracts with non- 
associated companies, including ex-affiliates, are of a confidential 
nature and, therefore, cannot be divulged. In its latest report to the 
Commission, the only former Electric Bond & Share subsidiary en 
gaged in the power business, still included as an “associated company”’ 
was the Washington Water Power Company, now actively leading the 
strategic drive of private power monopoly in the Pacifie Northwest 
parti ‘ularly the Columbia River basin. 

The question of what constitutes {controlling influence ' has been 
a problem which has confronted the courts and the Securities & Ex- 


change Commission many times. As Judge Cardozo said in Globe 
VW oole n Co. be Utica Gas v Ele ctric Co.: 2 
A dominating influence be exerted in other ways than by a vote 


Controlling influence means ‘something less in the form of influence 
over the management or policies of a company than ‘control’ of a 
company. * * * it is the fact of ‘controlling influence,’ rather than 
the device employed to achieve that, that is unportant.” 

It has been held that the ‘‘public interest” standard in this context 
“means that the public has some pecuniary interest or an interest 
by which legal rights or liabilities of its individual members are 
affected by the cperation of the utility. The phrase is not to be con- 
sidered as requiring the Commission to find that the conduct of the 
applicants business has or will affect the public adversely.”’ * 

The courts have held that under the Holding Company Act “latent 
power of control may amount to a controlling influence,” ® that a 
“controlling influence may be effective without accomplishing its 
purpose fully.° This phrase should be construed in the light of the 
purpose of the Act of which it is a part and when understood in this 
setting and in the light of its ordinary signification, it means the act 
or process or power of producing an effect which may be without 
apparent force or direct authority and is effective in checking * , 
or preventing free action. ‘The phrase as here used, does not neces- 
sarily mean that those exercising controlling influence must be able to 
carry this point. * * *’* “Under some circumstances, ‘controlling 
influence may spring as readily from advice consistently sought as 
from command arbitrarily imposed.’ ”’ § 

Sign ificance of Ebasco 

It is important to note the significance of the situation if further 
investigation confirms Ebasco’s control over the companies it services 
For it would effectively broaden the picture of monopoly control in 
the power industry. The institutional investors would be in a position 
to control Middle South Utilities, Inc., and Electric Bond & Share Co., 
through interlocking directorates and stock ownership, as well as 
through their dominance as sources of new investment money. These 
financial institutions, in turn, would, in effect, be using Ebasco 


Louis Loss, Securities R la nm. 455 1 
2224 N. Y. 483, 489: 121 N. I 78 = 18 
In the matter of H. M. B & ( nd the Byllesby Corp., 6S. E. C. 639, 651 (194 
4 Detroit Edison Co. vy. SEC 119 F 21 73 739 
5 Koppers United Co. v. SEC 138 F 2d 577, 581 
6 Detroit Edison Co. v. SEC., 119 F 2d 730-39 
Ibid. 
§ American Gas & Electric Co. v. SEC., 134 F 2d 633, 642, cert. denied 311 U. S. 763 
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Services, wholly owned by Electric Bond & Share Co., to assure utility 
management and policies satisfactory to them. By this method they 
could well be assuring their dominance over the operating power 
companies. The testimony of witness Stietenroth clearly indicates 
that Ebasco Services, by means of contracts made at less than arm’s 
length, is able to dominate the management and policies of Mississippi 
Power & Light Co., a subsidiary of Middle South Utilities. All 
policies and decisions come down to Mississippi Power & Light from 
2 Rector Street, New York City, headquarters of Electric Bond & 
Share and Ebasco. 

It may be significant that Ebasco Services was formed as a sub- 
sidiary service company at the same time as the passage of the Holding 
Company Act. Prior to that time Electric Bond & Share Co. had 
directly supplied managerial and technical services to its subsidiaries. 
It was the abuses fostered by this system and others that led to the 
investigation of the utility industry by the"Federal Trade Commission 
and subsequent enactment of the Public Utilities Holding Company 
Act. Even before the Securities and Exchange Commission took any 
steps to break up the Electric Bond & Share holding company system, 
that company apparently set up Ebasco Services as an ostensibly 
independent company, in what appears to have been'a step to insure 
continuation of ties in the system even after the system’s “dissolution.” 

If one assumes that Electric Bond & Share Co. today exercises its 
control of its former subsidiaries through combination of the manage- 
ment by Ebasco Services, rather than through the device of direct 
stock ownership, then the Electric Bond & Share holding company 
system may still be to a large extent intact 

Whether the situation described above involves violation of the 
letter or intent of the Holding Company Act, whether it reveals loop- 
holes in the statute or lax enforcement by the Securities and Exchange 
Commission, the significant fact is that it reveals the possibility of 
far-reaching monopoly control in the power industry. Such central- 
ized monopoly control would render the whole concept of private 
power companies as locally managed and regulated monopolies a hoax 
on the public. It would point the way, if the drive to eliminate public 
or cooperative competition succeeds, to a national power monopoly 
which would be all private. Clearly, the public interest requires a full 
investigation in order to determine, among other things, whether the 
matter may not call for extension of the principles of the country’s 
antitrust legislation. 





ere 








SECTION VII 


NEW POWER POLICY UNDERMINES YARDSTICK 
COMPETITION 


The Dixon-Yates contract is just one part of the shift in Federal 
administration power policy which is designed to eliminate competi- 
tion in the electric power business. The new power policy was 
announced by the Department of the Interior on August 18, 1953, 
and was quickly followed by further jannouncements putting it into 
effect through changes in administrative orders controlling the mar- 
keting of federally produced power in the Missouri River Basin, the 
Pacific Northwest, the Southwestern Power Administration area and 
other parts of the country. This committee has held hearings and 
expects to hold additional hearings to determine the effect of this new 
interpretation of power policy on the monopoly situation in the various 
regions. 

The new Federal administration power policy, as developed in the 
hearings, takes the form of a repudiation of Federal responsibility for 
power to meet the future requirements of nonprofit municipal and 
rural electric systems. These systems have come to depend upon 
Federal regional programs for power supply under the preference pro- 
visions of Federal laws governing the marketing of power from Federal 
dams. This, in effect, involves an open denial of Federal concern 
for the future ability of such public and cooperative systems to com- 
pete with the big private power systems surrounding them. 

Missouri Basin rules carry out policy shift 

In the Missouri River Basin the new power policy was expressed 
in revised Department of the Interior power marketing criteria or 
rules. ‘These revised rules would have penalized the cooperatives and 
municipal electric systems to such an extent that, in the opinion of 
witnesses for the rural cooperatives, a large number of cooperatives 
would have been driven out of business. As a result of the airing 
given the whole matter through the December 1953 hearings of this 
committee the Department was forced to revise the rules still further. 

Although the final formulation of the rules represents a definite 
improvement over the revision originally announced, they still seri- 
ously restrict the ability of the rural electric cooperatives and public 
power systems to contract for the power supply needed for further 
growth and create a risk that large blocks of power supply from 
Federal dams will be tied up under long- term contracts with private 
power companies. This involves a considerable dilution of the 
preference provision established by Congress. In effect, the rules as 
finally promulgated further reserve to the Department of the Interior 
permanent administrative discretion to bestow preference status on 
private power systems. 

The whole tendency of the revised rules is to assure private power 
monopoly in the region ultimate freedom from the most effective form 
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of competition represented by Federal partnership with public and 
cooperative Systems. Representatives of rural electric and public 
power systems testified to these facts and there was no denial by repre- 
sentatives of the Interior Department as to the general shift of policy. 
In fact, the Department spokesmen instead sought to justify the new 
rules. 

The new policy, as expressed in the revised Missouri River Basin 
power marketing rules, also would restrict Federal purchase of steam- 
electric energy to firm up part time, or secondary, output from Federal 
dams. This throws the advantage of use of this low-cost secondary 
energy to private power companies owning steam generating stations, 
rather than to the public and cooperative electric Systems which will 
need every kilowatt-hour they can get under the preference given them 
by Congress. 

Representatives of the Interior Department testified that it would 
make no difference in the Federal Government’s getting its money 
back, whether it purchased the steam-electric encrgy and sold the re- 
sulting additional firm power a to preference customers, or sold 
the secondary hydroelectric energy to private companies to combine 
with steam-electric energy in their own systems. Although repre- 
sentatives of the rural cooperatives denied this, the mere fact that the 
Interior Department representatives so testified reveals that the intent 
of the shift in policy is to reduce the total power supply which the 
Government has to sell to public and cooperative systems, thus 
strengthening the position of private power monopoly in the region. 

Other changes in Federal power marketing pol ley, Which the munic- 
ipal and rural electric systems feel will adversely affect them, are set 
forth below as referred to in resolutions and testimony by representa- 
tives of such nonprofit agencies. 

Rural cooperative s contend new rules will have adverse effect 

Representatives of the rural electric cooperatives in the Missouri 
River Basin testified that the revised power marketing rules would 
seriously harm their operations and financial stability. They also 
contended that the new rules violate the provisions of various acts 
of Congress requiring that, in sale of power from Federal Govern- 
ment dams, preference be given to public bodies and cooperatives. 
The record contains strong resolutions from the regional meetings of 
rural electric cooperatives in the basin. ‘These resolutions clearly 
indicate the degreee of popular support for the positions taken by the 
representatives of the cooperatives in their testimony before this 
committee. 

Virgil Hanlon, manager, East River Electric Power Cooperative, 
Madison, 8. Dak., presented these resolutions to the committee and 
testified at length as to the circumstances justifying the position 
taken by the cooperatives. He testified that their principal objections 
ran to (1) the fact that the Government was not going to purchase 
the maximum amount of steam power to assure the greatest returns 
in the way of firm power available from the hydroelectric develop- 
ments; (2) the fact that lack of utility responsibility on the part of 
the Government would mean lack of requests for further transmission 
lines and hydroelectric projects; (3) the fact that the new contract 
basis could be extended to 20 years with no withdrawal provision; 
and (4) the fact that, to protect themselves, the cooperatives would 
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have to pay the new capacity charge on more power than they would 
otherwise require (RPP, pp. 118-122). 
Hanlon testified that previously 


the cooperatives, because of the utility responsibility of the Government, becaus 
of the withdrawal of sales to private power companies, were only contractil ' 
a few years in advance of their needs, with the fact that they always knew that 


they would be able to get that power, which was sold to the private cot 
back for their operations. 
He added, ‘That is gone now”’ (ibid.). 
These tw ian me ~—o ' 
1ese two factors, according to Hanlon’s thinking, were the heart 
of the new power marketing rules (RPP, p. 123) 

Hanlon presented a chart showing anticipate d growth of the East 
River Cooperative’s load. His cooperative is a generation and trans- 
mission cooperative formed by 21 distribution co-ops, serving about 
45,000 farmers in South Dakota. Interpreting the chart, he testified 
that, with their present allotment of Missouri Basin power, the) 
would run out of power in 1956, with the next Missouri Basin units 


coming in somewhere around 1960-62. He continued: 

We have this tremendous amount of power that we are going to be short 
that first area, and we have to buy that from the utility at their rates becau 
we haven’t time to get a generating plant in operation to give them competit 


That would give then a chance to monopolize their requests (RPP, p. 125 


Hanlon indicated on the chart the power that they are immediately 
worried about and asked: 

How are we going to get this? We have no guaranty unless we have a recapture 
clause (ibid.). 
He expressed the view that the loans of the Rural Electrification 
Administration were in jeopardy as a result (ibid.). He testified 
further that they might have to go to the power company that has 
a 20-year contract with the Bureau of Reclamation and buy back the 
power. Pointing out that they would probably have to pay whatever 
rates the power company would feel it could charge, he continued: 


If that isn’t perpetuating a monopoly, nothing ever has (RPP, p. 129). 

This cooperative manager stressed the fact that the rural electric 
cooperatives are serving areas “that the utilities considered sub 
marginal.’”’ He said that long-distance transmission and distribution 
lines were required to serve the farmers but that the important 
thing was that they wanted service and they got it. He continued 

It was only possible because we had the promise of low-cost hydropower fron 
these newly developed dams on the Missouri River. 

He then summed up the impact of the new power marketing policy 
as follows: 


We have a tremendous amount of expansion ths at is going to have to ud 
in the future. Jut with increased rates, it is going to fall, of course, on the pocket 
books of the farmers, and we think this Fede aaa power should go to those p pli 
who need all of the benefits, all of the breaks, of low interest rates and friendly 
State and Federal laws, so that they can exist and kvep continuing ' | 
don’t think those farmers ever again are going to go without electricity I hope 
it doesn’t have to be that they have to default on their loans to the leder 


Government because * those farmers are going to ask for electricity, 


matter if the Federal Government has to do it (RPP, p. 154). 

Vance H. Austin, manager of the Colorado State Association of 
Rural Electric Cooperatives, testified that they had the same problem 
of providing economical rural service in his State as Hanlon of South 
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Dakota testified to—less than one customer per mile. He said, 
was true in nearly every State, “the rural electric cooperatives in 
Colorado were born of pure necessity.’’ He continued: 

It wasn’t the idea of these farmers to become directors or executives of power 
companies, even serving themselves, but because the private power companies 
in that area, as was true throughout the country, would not serve them, these 
people banded themselves together and formed their own organizations, their 
own cooperatives (RPP, p. 159). 

Austin followed Hanlon in testifying that an important considera- 
tion in connection with the granting of REA loans to these coopera- 
tives was the expectation that low-cost Bureau of Reclamation power 
would be available. He said that the last loans to the Southeast 
Colorado Power Association, largest rural electric cooperative in the 
State, to enable it to extend service to their greatest area of unserved 
farms, ‘‘were made on the basis of low cost Bureau rates.’’ As this 
cooperative is not now in the area where it can be supplied with Bureau 
power, the new power marketing rules of the Department of the 
Interior, he testified, would cut them out (RPP, pp. 159, 160). 

Floyd KE. Caulkins, manager of the Northeast lowa Power Cooper- 
atives; John M. Clema, manager and secretary of the Nebraska Rural 
Electric Association; George Cornog, manager of the Kem Electric 
Co-op in North Dakota; Harold Ebaugh, manager of the Hill County 
Klectrie Co-op in Montana; and Joe Jenness, executive secretary of 
Kansas Electric Cooperatives, Inc., testified in general support of the 
contention that the new power marketing rules of the Federal Admin- 
istration would adversely affect the ability of the cooperatives to se- 
cure the low-cost power which is necessary to their continued financial 
s asibility. The testimony brought out, among other things, the 

‘ompetitive influence of the availability of Federal power supply in 
hdiadions down the rates charged by private power companies for 
wholesale power supply. Thus, E baugh, manager of the Hill County 
Electric Cooperative in Montana, said: 

We are going to be at the mercy of the private utilities in Montana if we are 
unable to receive all our power from the Bureau of Reclamation (RPP, p. 246). 

Ebaugh also testified to the influence of private power monopoly 
in the politics of the State of Montana and to Montana Power Co.’s 
“spite line’ activity against rural electric cooperatives (RPP, pp. 
246-248). 

Nationwide opposition of rural cooperatives to new policy 


Subsequently, following the December 11, 1953, Bureau of Reclama- 
tion memorandum, revising the Missouri River Basin marketing 
rules to meet the criticisms voiced in previous hearings before this 
committee, the National Rural Electric Cooperative Association, at its 
annual meeting, January 14, 1954, adopted a resolution expressing in 
no uncertain terms the continued opposition of such cooperatives to 
the new interpretation of Federal power policy,(RPP, pp. 560, 561). 

In this resolution the rural electric cooperativ es pointed out ‘that the 
new Interior policy, by calling only for the building of multipurpose 
dams which others will not build, ‘‘means the choice sites will go to the 
commercial power companies.”’ It pointed further to the fact that, 
by calling for the building of fewer transmission lines, this policy 

“means that the power companies will buy more of the power at the 
bus bar to the exclusion of the rural electrics.” 
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The resolution said that the new criteria 
will cause irreparable damage to our rural electric systems by (1) arbitrarily 
limiting the amount of firm power available to preference customers * * 
(2) refusing to give preferred customers contractual protection without payment 
of penalties so heavy that they would destroy the financial stability of many rural 
systems; (3) providing for long term contracts with nonpreference customers 
without a withdrawal clause, in abrogation of the preference rights granted by law 
to our rural systems; (4) limiting the area of service and thereby making it im- 
possible for some preference customers ever to receive Government marketed 
power; (5) officially ending the “postage stamp” rate which provided that all 
customers pay the same rate regardless of distance from the dam; and (6) intro- 
ducing & minimum annual capacity charge that is both unnecessary as a protection 
to the Government and costly to the rural electric systems. 

The resolution also pointed out that the Department of the Interior 
had announced its intention to change the long-established policy 
of allocating multipurpose project costs to power, “meaning higher 
cost to the rural electrics because of the formulas applied by other 
agencies.’ This last point finds support in the address of Assistant 
Secretary of the Interior Aandahl at Fargo N. Dak., placed in the 
record by Vance A:istin, manager of the Colorado Association of 
Rural Electric Cooperatives. In that address Aandahl stated that 
‘it is time that we get away from the idea of giving power away at 
the taxpayers’ expense for the purpose of stimulating local public 
power.”” He warned that, except in high fuel cost areas, “5 years 
hence the spread in price between federally produced power and 
locally produced power, either from steam plants or otherwise, will 
be much less than it is at the present time’”’ (exhibit X, RPP, p. 460 

The evidence before the committee bears out the contentions of 
the rural electric cooperatives as to the effect of the new adminis- 
trative interpretation of Federal power policy and the new Missouri 
River Basin marketing rules which are designed to put it into effect 
in that region. This new power policy approach can serve only the 
purposes of private power monopoly. 

Competition brings power costs down 

Two of the cooperative managers testified concerning the benefits 
to such systems which result from competition furnished by the Federal 
program. Thus, Hanlon, already identified as manager of the East 
River Electric Power Cooperative, a federated transmission coopera- 
tive in South Dakota, testified that his cooperative was formed, ‘not 
because of anybody’s encouraging more public power because we knew 
hydro was coming in, but we actually had no power.” He pointed 
out that 13 of the 21 distribution cooperatives, which joined to form 
his system, were notified in 1951 that they were going to be cut off by 
the company that was supplying them because it could not get a firm 
contract for Bureau of Reclamation power. He said that they were 
paying that particular company 14% mills per kilowatt-hour for the 
power (RPP, p. 96). 

Hanlon testified that in another area served by another power 
company, the charge to cooperatives was increased up to 19 mills and 
they were told that. power would not be available to them in increasing 
amounts. He said that in this situation, the 21 cooperatives knew 
that they had to do something about getting power supply before 
hydro was coming in, so they ‘formed the transmission cooperative. 
According to the witness, they first approached Northern States 
Power Co. and were offered a limited amount of power at 14.1 mills. 
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This, he said, made it possible for them to ask for a generating plant. 
He continued: 


I ( vhat competition does, the vardstick was not what the power com- 
pari ere charging in the area. The vardstick was what we could do because 
' | get generating money from the Rural Electrification Administration. 
Our ly showed that Northern States would have to drop somewhere below 10 

ills before it was feasible for us to buy this power. The next thing we knew, we 
had a contract with Northern States for 9.2 mills on a 50 percent load factor. 
We would consider that a major cut (RPP, pp. 96, 97). 


Ebaugh, manager of the Hill County Electric Co-op in Montana, 
testified to a similar example of the effectiveness of competition in his 
State. He said that when their loans were made, the REA figured 
their power cost at the 5%-mill rate which the Bureau of Reclamation 
was charging in that area. But, the witness said, because the Bureau 
had no transmission lines which could serve them, they could not get 
this power and “were forced to buy power from the only other source”’ 
in the area, the Montana Power Co., which charged them 9% mills per 
kilowatt-hour. He commented: 

We actually found that the retail power rate of the Montana Power Co. was 
heaper, in several instances, applied to the rural electric cooperatives than the 
holesale power rate that we were paying (PPP, p. 243 

Ebaugh testified further that they went to the company and asked 
for a rate reduction to something approaching the Bureau rate, only 
to be told that, if anything, the company would raise their rates. 
According to the witness, the company then refused point blank to 
wheel Bureau power. He stated that the ‘cooperatives then appealed 
to Congress for an appropriation to enable the Bureau of Reclamation 
to construct a transmission line from Havre to Shelby. He testified 
that on April 19, 1950, after the Senate had restored the funds for this 
Havre-Shelby line, the company immediately submitted to the Mon- 
tana Public Service Commission a new rate schedule, which was 
approved the same day it was filed with the Commission (RPP, 


p. 244). 
Under the new schedule, the cooperatives were given a rate identical 
with the Bureau rate of 5% mills per kilowatt-hour. As a result of 


competition, the company had reduced its rate almost in half. Com- 
menting on this, Ebaugh said: 


There is only one reason why—to stop any future transmission line (ibid.). 


In other words, as long as the rural electric cooperatives could obtain 
power from the Montana Power Co. for this low rate, there would be 
no economic justification for the building of additional transmission 
facilities. 

Finally, we have the testimony of Joe Jenness, executive secretary 
of the Kansas Electric Cooperatives, Inc., in which he calls attention 
to the fact that the average cost of 8.5 mills per kilowatt-hour for 
power supply to rural electric cooperatives in his State covers a range 
from 5.6 mills paid by 6 cooperatives in the southeastern corner of 
the State, up to 10 mills in the western part of the State. According 
to his testimony, the cooperatives in the southeastern corner of the 
State originally paid the Kansas Gas & Electric Co. 8.5 mills per kilo- 
watt-hour, but when Congress authorized the Southwestern Power 
Administration to construct a transmission line from Butler, Mo., to 
Burlington, Kans., and on down to Vinita, Okla., the company went 
to the Kansas Corporation Commission and, with the commission’s 
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approval, offered the Southwestern Power Administration rate of 5.6 
mills. He said that the rate had been in effect 5 years (RPP, p. 295). 
Jenness continued: 

That contract is due to be renewed this coming year, and statements have been 
made to my managers by the power company that the rate will be renewed as 
long as SPA is active in this area. * * * Kansas is a definite and clear-cut ex- 
ample of the lever effect of rates in the surrounding territory. So, we would like 
to submit to this investigating committee that as you look over the rate structure 
and see how power costs are handled, the effect on a monopoly of power from 
private sources derives airectly from the effect of Federal rates (RPP, p. 296). 

Jenness testified that the cooperative systems in Kansas could not 
live if they had power rates like those in the Dakotas. He said that 
a variation of 2 mills, or about 20 percent up or down in cost of power 
supply, would have a profound effect on these cooperatives. He 
continued: 

If the power costs are going up a fifth, it means a complete increase in rates for 
every farmer in the State. If it should go down 2 mills, it would mean that every 
system but one would be in the black and meet its obligations, without any 
change in the rate structure (ibid.). 

Finally, Jenness related the new power-marketing rules definitely 
to the monopoly issue. He said: 

This study and these facts that I am giving you here should indicate to this 
committee from the standpoint of monopoly and its effects, that these State costs 
are directly tied in to the Federal power policy. * * * So when they come along 
and indicate that this criteria is needed to correct a monopoly situation, gentle- 
men, I submit that the criteria is to create a monopoly situation, and that is the 
purpose of the whole argument. (RPP, pp. 296, 297.) 

Federal contract with Southwest cooperatives is abrogated 


In the Arkansas-Missouri-Oklahoma region, the new interpretation 
of power policy was expressed in the abrogation by the Department 
of the Interior of a contract which had provided the basis for the 
financing of important generation and transmission cooperatives. 
Under this contract the Department’s agency, the Southwestern 
Power Administration, would have purchased power generated in gen- 
erating stations and leased transmission facilities constructed by the 
cooperatives at a cost of about $70 million. It would have marketed 
the energy in conjunction with the Federal hydroelectric power which 
the Department was obligated to dispose of under the Flood Control 
Act of 1944. 

The objective of the arrangement, from the cooperative viewpoint, 
was to provide a larger pool of public and cooperative power supply 
to meet the growing requirements of rural electric systems in the re- 
gion. From the viewpoint of the SPA it meant enlarged ability to 
provide power supply for all preference customers, including municipal 
electric systems. 

Here again, as in the case of the Missouri Basin criteria, the ultimate 
result of this abrogation of the Federal contract with the cooperatives 
will be to strengthen private power monopoly in the States affected. 
For it will have the effect of forcing the rural electric systems to make 
deals with the competing private systems in order to avoid bank- 
ruptcy of the Government-approved generation and transmission co- 
operatives. Furthermore, it will render the cooperatives increasingly 
dependent on private monopoly for their power supply. 

Truman Green, manager of the Central Electric Power Cooperative 
of Missouri, testified that the contract was an arrangement between 
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his cooperative and the SPA in which the cooperative agreed to build 
certain transmission lines from Bull Shoals Dam north into Missouri 
to a steam plant which the cooperative would also own and operate. 
The Government in this arrangement, he said, was to buy the entire 
output of this plant and pay the entire cost of operation. He stated 
further that the transmission line was to be leased to the Government 
and that the Government was to take the steam power from their 
plant, intermingle it on the system with its hydro power from Bull 
Shoals Dam and deliver back to them firm energy for the cooperative 
load (RSW, p. 14). 

In response to a question, Green testified that this “was certainly 
a partnership arrangement very closely knitted together and our load 
was not the only one in this total arrangement” (ibid.). He stated 
further that “we, in conjunction with our lines and SPA’s lines and 
other generation and transmission cooperatives in the area, had 
system to best utilize the power in its area * * * to get lower rates 
to the cooperatives’.”” He continued: 

This partnership arrangement, and the intermingling and commingling of the 
steam power with the hydro power, deriving the most economical use, was about 
the only arrangement that the cooperatives could work out that would lower the 
rates to a point where the distribution cooperatives could afford to build and 
extend their line in some of the less populated areas of the State (ibid.). 

Green testified that the Government had entered into these con- 
tracts for the lease of transmission lines, that money was appropriated 
for payments to be made to his cooperative under the contracts, 
that such moneys were never paid, that they had subsequently 
entered into interim contracts to maintain the status quo until the 
situation could be worked out, but that the Government had never 
paid its bills for the power purchased under the contracts, and that 
to date the Government owed the cooperative about $750,000 
(RSW, p. 16). He testified further that they were in serious financial 
condition due to lack of working capital. In his words: 

By the purchase of coal for this steam plant and turning the power over to the 
Southwestern Power Administration, our working capital is practically depleted 
(RSW, p. 17). 

Green testified that if the cooperatives “had to go it alone without 
the lease operating contracts as originally planned and buy power 
at the dam, without wheeling from the Government” or ‘‘the sale 
of steam power to the Government as originally provided, our esti- 
mate is that the rates to the cooperatives will be in the order of 12 
or 13 mills.”’ This, he said, would contrast with present rates of 
5.6 to 6 mills (ibid.). 

The testimony shows that the United States District Court for the 
District of Columbia ruled that Congress did appropriate money for 
the current fiscal year from which the contracts between the coop- 
erative and the Southwestern Power Administration could be carried 
out, and that failure of the Interior Department to carry out these 
contracts was illegal and outside the scope of its authority (RSW, p. 22) 

The record shows that the Central Electric Power Cnapneanrs 
promptly wrote the Secretary of the Interior, stating that its board of 
directors ‘feels strongly that as a matter of fair play and good con- 
science it is entitled to have the Department abide by the decisions 
of the Federal court.” The letter also states that it is the firm opinion 
of the Board— 
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that failure by you now to carry out the two contracts in the manner authorized 
by the order of the Federal court demonstrates that you either are attempting to 
delay performance for a sufficient time to avoid any performance or that you have 
reasons for such action not known and not communicated to us (RSW, p. 19). 

The record shows further that the only reply to the cooperative was 
a letter from Aandahl stating that the Interior Department “has 
recommended to the Attorney General that the Government take an 
appeal from the order issued in this case by Judge Curran dated 
March 29, 1954” (RSW, p. 20). 

Further testimony of Green suggested the general trend of ,the 
Administration’s thinking. He stated that the REA had suggested 
as a possible solution that the cooperative attempt to work out 
arrangements with the private power companies in pl wce of the 
Southwestern Power Administration contracts (RSW, p. 23). 

He stated also that 
in numerous meetings with Mr. Aandahl, he has suggested that we endeavor to 


work out contracts with companies in the area which would not require the 
Government to lease or operate any facilities of the cooperatives (RSW, p. 25). 


Interior Department diser iminates against co-ops 

The witness testified that the Interior Department did not ask the 
Bureau of the Budget to include in the President’s budget for the 
fiscal year 1955 any funds for carrying out its contracts with the 
cooperatives but that it did ask for funds to carry out Interior con- 
tracts with private utility companies. He continued: 
This action is exceedingly discriminatory against the rural cooperatives, and the 
Department of the Interior is taking the position of deciding or prejudging the 
need for funds and not permitting the Congress to decide this issue on the merits 
of legally binding contracts (RSW, p. 26). 


He added: 


Assistant Secretary Aandahl has said on several occasions that he did not lik 
the contracts between Interior and the cooperative and would not support the 
request for any funds to carry out performance of the contracts (ibid.). 


e 


This in effect means that the disruption of the Federal cooperative 
partnership arrangement, which the power companies failed to win 
in the Court, is being won for them by application of the new admin- 
istration power policy. 

Green testified that, if the generation and transmission cooperatives 

are forced to enter into permanent contracts which raise the wholesale 
rates to its member cooperatives, ‘‘the result will be to jeopardize the 
solvency or ability of the local cooperative to repay the Government.”’ 
He continued: 
The financial structure or basis for the loans to the distribution cooperatives 
was the expected rate as provided by the generation and transmission cooperatives 
and the Southwest Power Administration contracts. Any adverse change of 
expected rates will not only force the local cooperatives into financial jeopardy 
but will prevent further construction to the remaining unserved farms due to 
unsound risk (ibid.). 

Another witness, Julius Helm, executive manager of the Missouri 
State Rural Electrification Association, cited the official transcript 
of his 1954 annual statewide membership meeting to emphasize that 
fact that Assistant Secretary of the Interior Aandahl had openly 
expressed dislike for the SPA-cooperative contract (RSW, p. 30). 
Aandahl had stated, among other things that, if they were starting 
to negotiate the contracts all over again ‘we wouldn’t make any 
contracts of the kind’ (RSW, p. 31). 
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Pressure on co-ops to turn to private companies 


Floyd Gibson, general manager of the Oklahoma Statewide Electric 
Cooperative, also included in the Southwestern Administration part- 
nership contract, testified to the next step in the pressure on rural 
electric cooperatives in the Southwest to turn to private power com- 
panies for power supply. He stated that in February 1954, when 
most of the municipal and cooperative systems buying power supply 
from SPA were crowding the maximum demand fixed in their con- 
tracts, they all received a letter from the Southwestern Power Admin- 
istration. According to the witness: 

In that letter Mr. Wright advised those cooperatives and municipalities that no 
power would be available from SPA to those customers above and beyond their 
present contract demands (RSW, p. 33). 

Gibson testified to some aspects of the situation which tend to 

expose the purpose behind all these new administration power policy 
maneuvers. Thus he pointed out that the Western Farmers Electric 
Cooperative, one of the generation and transmission systems partici- 
pating in the repudiated SPA partnership contracts, had steam power 
available which the Federal system was not fully utilizing. He said 
that, during February, the manager of this co-op advised him that 
SPA’s purchases under the interim contract were lower during Febru- 
ary than during any other month “despite the fact that Mr. Wright 
had advised these 18 SPA customers in Oklahoma in the early part of 
February that they could not buy additional power from SPA” 
(ibid.). The witness testified further: 
If SPA purchased power, sufficient power, from the Western Farmers Electric 
Cooperative plant, it would alleviate entirely, very bountifully, the power 
emergency Which faces these 18 customers, 6 of them distribution customers and 
12 of them towns and cities (RSW, p. 35). 

The purpose of those behind this seemingly senseless situation be- 
comes apparent in Gibson’s further testimony that the SPA Admin- 
istrator’s letter suggested that SPA’s preference customers look else- 
where for further power supply, which, he added, meant only the two 
companies in Oklahoma (RSW, p. 33). The committee has in its 
file copy of one of these letters, addressed to the manager of Canadian 
Valley Electric Cooperative at Seminole, Okla., which reads in part 
as follows: 

In the light of the foregoing, this letter will serve to inform the cooperative 
that, until additional power is available to this Administration for this purpose, 
any future increase in the cooperative’s power requirements must be supplied 
from some source other than the Government. 

The power and energy supplied to the Canadian Valley Electric Cooperative, 
Ine., by the Government is transmitted over the facilities of the Public Service 
Co. of Oklahoma and the Oklahoma Gas & Electric Co. This arrangement pro- 
vides the cooperative with two possible sources of supply for future increases 
in its power requirements. * * * 

It is the view of the committee that this affords a clear indication 
that the purpose of the entire new administrative interpretation of 
Federal power policy is to shove the rural electric cooperative and 
public power systems over into the arms of private power monopoly, 
thus reducing to a minimum any competitive effect of public power. 

Gibson cited rate figures to show how effective such public com- 
petition could be in bringing down private company charges for 
power. He noted particularly the reduction in rates charged coopera- 
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tives in Oklahoma, from 11.8 mills per kilowatt-hour in 1941 to 5.8 
mills now, “due to the presence of the Southwestern Power Admin- 
istration and the State agency, the Grand River Dam Authority, 
and I might also add to this the Western Farmer’s Electric Coopera- 
tive” (RSW, p . BF. 

After testifying that at the Missouri Statewide membership meeting 
in February 1954, Assistant Secretary Aandahl had answered a ques- 
tion in a way which “‘could be interpreted as indicating that Governor 
Aandahl would not be adverse to the private companies controlling 
the G. and T. cooperative facilities, witness Helm, already referred to, 
continued : 

I would like to say that in my opinion it clearly enunciates the position of the 
Department of the Interior and also in my opinion, if such a policy shall prevail 
there would be a complete wholesale power monopoly by the power utilities in 
the Southwest area * * * (RSW, p. 39). 

Clyde T. Ellis, executive manager of the National Rural Electric 
Cooperative Association, summed up the whole situation. Reviewing 
the history of rural electrification in Arkansas, he testified that the 
companies had originally quoted the rural electric co-ops rates between 
17 and 18 mills. These, he said, were brought down to 11 mills by 
directive of the State commission. But, as a result of the cooperatives’ 
exploring the possibility of building their own transmission lines to 
bring in public power from the Tennessee Valley Authority or the 
Grand River in Oklahoma, supplemented by creation of the Southwest 
Power Administratiom, he testified, power company wholesale rates 
had come — to 9 mills, 8 mills, 7 mills, 6 mills, and about 5.5 mills 
(RSW, p 

Ellis testified, however, that ‘‘there are new developments in the 
Southwest.”’ He continued: 


The power companies seem to be well in command of the situation. The rural 
electric program—the generation and transmission phase of it particularly—is 
just about on the rocks * * *. The monopoly situation down there is threat- 


ening the wreck the rural electrification program of that area (RSW, p. 6). 
Deliberate change in power policy by administrative action 

Testimony by representatives of the Department of the Interior 
makes it clear that the administration is deliberately changing Federal 
power policy through interpretation of existing laws passed by Con- 
gress. These changes by rendering future power supply problems of 
public and cooperative electric systems more difficult to solve, will 
definitely reduce the competitive influence of low-cost Federal power 
on private monopoly. In making this clear, the testimony of Assistant 
Secretary of the Interior Aandahl in charge of the Department’s power 
operations, amplifies what he had to say in his Fargo, N. Dak., address, 
referred to above. 

In response to questions as to the Department’s decision to sell 
secondary energy, over that avails ible in an aver age water year, rather 
than to firm it up with purchased steam energy, Aandahl testified that 
the same objective would be accomplished either way, but that the 
present administration of the Department felt that 
any excess secondary energy * * * should be firmed up by some other business 
organization and not by the Bureau of Reclamation (RPP, p. 54 
He testified further that the one thing the Interior Department had 
for sale was hydro and that they could get maximum revenue out of it 
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under either arrangement. Then he revealed the fundamental issue 
involved with the explanation: 


It is just a question of how deeply the Bureau of Reclamation should go into the 
business of furnishing the power needs of the area. We feel that it should be 
limited to the capacity of the average water year (ibid.). 

Aandahl subsequently broadened this policy explanation, testifying 
ths at the only object in firming up all of the secondary hydropower 

‘would be to create a larger volume of firm power that the Bureau of 
Reclamation can sell, and to plunge the Government further into the 
responsibility for meeting power needs and performing a utility respon- 
sibility in the area” (RPP, p. 62). Representatives of the rural elee- 
trie cooperatives testified that this viewpoint was in direct conflict 
with their interest in abundant low-cost power to meet their expand- 
ing needs. 

Aandahl’s testimony reveals little sympathy on the part of the 
Federal administration for the preference provision of Federal power 
marketing law. He first raises the question whether the preference 
clause means ‘an ultimate exclusion of all customers except preference 
customers” and answers: 

I do not think that is correct. I think the law basically thinks of contracting 
with a variety of customers, giving preference to the groups that are designated 
in the original sale of the power, and that anv remaining power is available to 
others groups that use it for the benefits of the rural and domestic consumers in 
the area (RPP, p. 73). [Italics added.] 

Subsequently, he amplified the Department’s position on the prefer- 
ence clause as follows: 

We do not interpret the preference clause as meaning that the resource in per- 
petuity must be held in reserve for preference customers. We do feel that the 
preference clause means that the group of customers who are designated as pref- 
erence customers under the statute should be recognized at the time of sale, that 
considerable consideration sbould be given to their future growth, and where 
arrangements can be made to take care of their future growth that should be 
done. But after we finally determine that we have an amount of power that is 
in excess of the immediate and reasonably foreseeable future needs of preference 
customers, and there is a demand in the local community for that by a nonprefer- 
ence agency, for rural and domestic consumers in the area, they, too, are entitled 
to long-term contracts (RPP. p. 128). 

Aandahl testified that the elimination of the withdrawal clause was 
placed in the new marketing rules 
for the purpose of making it possible to enter into long-term contracts with a 
limited number of nonpreference customers for power that is not immediately 
needed or needed in the near future by preference customers, and where that non- 
preference customer is serving a group of rural or domestic consumers in a local 
area that in the interim period will become dependent on that power and should 
in equity have the right to it (RPP, p. 86). 

Aandahl’s testimony, as the hearings progressed, revealed an increas- 
ing tendency to meet the criticism of the new Missouri Basin market- 
ing rules by promising that they would be flexibly administered in 
terms of the future needs of preference customers through relatively 
short-term contracts with nonpreference customers where it appeared 
that the power would be required to meet those needs. But there 
was no indication of an intent to modify the criteria in such a way as 
to limit the discretion of the Federal Administration in making con- 
tracts with nonpreference customers which would tie up blocks of 
power supply for the maximum of 20 years specified in the rules. 
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The committee feels that the new marketing rules, as interpreted 
by the Assistant Secretary of the Interior in charge of power, repre- 
sent a definite attempt to weaken the preference provision of Federal 
power marketing law which, heretofore, has been interpreted as 
requiring that not only does preference have to be given to public 
and cooperative agencies at the time new generating capacity comes 
in, but that the contracts with nonpreference customers must be so 
worded as to assure the availability of the power to public bodies and 
cooperatives in the future, when their load growth results in need for 
that power. And, as Executive Manager Ellis, of the National Asso- 
ciation of Rural Electric Cooperatives, testified: 

The preference principle of Federal power policy under which rural electric 
cooperatives, rural power districts, and other nonprofit electric systems, are given 
priority status in the purchase of Federal power is the keystone of partnership 
between the Federal Government and local nonprofit power distribution agencies. 

Clarence A. Davis, Solicitor for the Department of the Interior, 
now Under Secretary of the Interior, frankly recognized that the 
present Federal administration is changing Federal power policy by 
administrative decision when, in answer to a question whether “the 
present Bureau of Reclamation and the Department of the Interior 
have the authority to alter the previous policy without congressional 
action,” he replied: 

I think that they not only have the authority but I car 


n state you situations 


where, by the very nature of things, they have obligations to get the money back. 


He added that the Department of the Interior derives its authority 
administratively, that “its obligation is to follow the statute.’ He 
was ready to assume that those who constituted the Bureau of Recla- 
mation and the Department of the Interior in the previous admin- 
istration also felt that they were following the statute. Then came 
the following questions and answers (RPP, p. 16 


Mr. SmrrHey. That policy or their policy was not changed by 


2 e ress 
during that term, was it? 
Mr. Davis. I don’t know that it was. 
Mr. SmirHey. Now the Bureau is assuming to change it wit! inv congres- 
sional expression concerning it, is that true? 


Mr. Davis. I suppose that is true. 


Subsequently, in answer to a similar question, Assistant Secretary 
of the Interior Aandahl replied: 


I think that we will all recognize that under any statute or set of statutes there 


is considerable leeway for administrative discretion. When vou have one political 
party in power, you will expect a leaning to one side; and when you have another 
political party in power, you will expect a leaning to the other side, and both of 
those can be done without direct violation of the provisions of the statute itself 


(RPP; p.:¢2). 


Aandahl developed this political angle still further in answer to 
a question from Senator Murray, who wanted to know why it was 
: ; a 
necessary to issue the new marketing rules. Aandahl replied: 
Of course you recognize, Senator, that with the change of administration, there 
is a change in the basic concept in power marketing policy, and the fundamentals 
of that change were embodied in the Interior’s power policy statement that was 


issued on August 18 (1953). The power marketing criteria for the Missouri 
Basin is the criteria that was set up for an area in which sizable new blocks of 
power were becoming available for sale at a rather early date. It was necessary 


to establish a criteria for the marketing of that power in the Missouri Basin that 
was in harmony with the overall power policy of the present administration 


(RPP, p. 131 
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Aandahl immediately followed with a statement that the new 
policy— 
definitely prevents the Government from establishing a Federal power monopoly 
and leaves a sizable portion of responsibility for supplying the power in the area 
to the competition of the numerous power agencies that exist at the local level 
(ibid.). 

In the view of this committee this statement strongly suggests that 
the new Federal administration power policy is one of competition 
between the lion of giant private power monopoly and the lamb of 
small cooperative or public power. This has been substituted for 
the policy under which the power marketing statutes have heretofore 
been administered to equalize competition by providing Federal 
power supply for small local community power systems in order to 
prevent their being swallowed up by the neighboring private monopoly 
giants. 


Aandahl cites Federal co-op partnership as basis for Federal monopoly 
charge 

In response to the request for a specific case which he considered to 
be a “Federal monopoly,’ Aandahl cited the Tennessee Valley 
Authority steam plant program, the Southwestern Power Adminis- 
tration partnership contract with the rural electric cooperative 
generation and transmission program in that region, and the Bonne- 
ville Power Administration program in the Northwest, all of which 
have been principal objects of attack by private monopoly. It is 
perhaps significant that he particularly singled out the Southwestern 
Power Administration contract with the cooperatives for that has been 
the object of special attack by subsidiaries of Middle South Utilities, 
Inc., the Dixon part of the Dixon-Yates combine. 

Aandahl’s reply emphasized two steps which he considered directed 
toward Federal monopoly: (1) “The attempt of the Federal Govern- 
ment to build steam facilities to supplement and to increase the power 
supply that comes from hydroelectric projects,” and (2) ‘The attempt 
to take over more and more of the transmission systems” (RPP, 
p. 131). He continued: 

In the Southwestern Power Administration area there was a contract worked 


out with the G. and T. cooperatives uncer which the Southwestern Power Admin- 


istration would lease and operate the transmission facilities and would pay a base 
fee that, over the amortization period, would liquidate the investment. And the 


Southwestern Power Administration had an option to buy the facilities at the end 
of the period. Not only that, but Southwestern Power Adminis tration agreed to 
buy the entire output of the steam plants of the G. and T.’s in the area, and then 
to integrate it with Southwestern Power Administration power and have that 
much more power to sell in the area (RPP, pp. 131, 132). 

As already noted these contracts represented simply a partnership 
arrangement between the cooperatives and the Federal Government 
through which the cooperatives sought to assure themselves adequate 
supplies of low-cost power to meet their future requirements. 
Aandahl’s subsequent comment on the previous policy of active assist- 
ance by the Department of the Interior in establishing public power at 
the local level is worth noting in any effort to arrive at a true under- 
standing of this arrangement. He said: 


I have no objection to public power at the local level if the people in the area 
decide that they want it, but I don’t think the Federal Government should be 
there with a power policy that is intended to stimulate it (RPP, p. 132). 
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The facts are that the rural electric cooperatives really represent 
a form of private ownership and that the initiative for the construc- 
tion of the Federal projects, from which the Southwestern Power 
Administration markets power, came from these local interests, as did 
the initiative for the proposed partnership arrangement under which 
the cooperatives would construct steam capacity and transmission 
lines and the Federal agency would lease the lines and purchase the 
steam electric energy in order to provide sound integrated power 
supply for the preference customers in its area. As stated in the 
record by William C. Wise, former Deputy Administrator of the 
Rural Electrification Administration and counsel for the interested 
cooperatives: 

May it please the committee, here is an arrangement which exhibits this work- 
ing partnership between the farmers organized into cooperatives and the Federal 
Government to bring them cheap power, to bring them power at a fraction of 
the cost which they had to pay before these dams were made available, and to 
bring them power at a much cheaper cost than would have been possible were it 
not for the arrangement worked out between the cooperatives and the SPA. 
For any responsible person to sav that that represents socialization or represents 
an attempt on the part of the Federal Government to take over any private prop- 
erty is so preposterous * * * that I think we can’t sit here and let it go by 
without challenging it (RPP, p. 139). 

Senator Murray, in directing a question to Aandahl, called atten- 
tion to some of the evils of the holding company era, including what 
he termed the “effort of the power companies to throttle the American 
people.” He said: 

They started to build these huge holding companies around the country, and 
they were grabbing up all the powerplants all over the United States and develop- 
ing them into a complete monopoly until the collapse came: and then after that, 
of course, the holding companies were put out of business and we began to develop 
areas of the country that were backward, and we brought on a system in this 
country which works for the benefit of the American businessman. 

He continued: 

The American businessmen have been tremendously benefited, and the Ameri- 
can businessmen down in the Tennessee Vallev are up in arms against this effort 
to try to make out that there is creeping socialism in that area. Is that not true? 
(RPP, p. 133). 

This question drew a partial concession from the Assistant Secre- 
tary of the Interior in charge of power, who replied, in part, as follows: 

I don’t think there is any question at all but that public power in limited 
amount has been a wholesome competitive force in bringing down power rates 
for power that is supplied by private enterprise. I don’t think there is any 
question about the competitive value of limited amounts of public power. I 
don’t think that we should be stampeded by the benefits that come from a 
limited amount, into a position where we are moving in the direction of Federal 
monopoly. There certainly is a Federal monopoly in the Tennessee Valley 
(ibid.). 

In answer to Aandahl’s charges of Federal monopoly and the corre- 
sponding charge of Interior Department Solicitor Davis that the views 
of the cooperative witnesses before this committee lead inevitably 
toward the complete federalization of the electric industry, Clyde 
Ellis testified that he had no knowledge of anyone representing the 
National Association of Rural Electric Cooperatives or in the Federal 
Government who had ever advocated Federal monopoly of generation, 
transmission, and distribution of electricity. He emphasized that the 
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Federal Government does not sell electricity at retail but simply sup- 
plies the wholesale needs of large-scale wholesale customers. 

He pointed out that “the investor-owned utility companies gener- 
ated 80.7 percent of the total electrical energy produce ed in the U nited 
States in 1952." He noted that during the same time Federal agencies 
generated only 13.1 percent, municipal systems 4.5 percent, and public 
power districts 1.7 percent, and continued: 

Thus, the question would appear to be not one of whether the country is 
endangered by any Federal monopoly of power production, but rather the extent 
to which it is endangered by big company and big company-combine monopoly) 
(RPP, p. 555). 

Asked by the committee chairman: “By that you mean trusts?” 
Ellis replied: 

Yes, sir; the power companies and combinations of power companies which 


dominate and monopolize both the generation and distribution of power in the 
United States (ibid.). 


The heart of the power monopoly issue—the yardstick 

Commenting on the entire shift in Federal power policy, with 
particular reference to rural electric cooperatives, Ellis pointed out 
that “in the sparsely settled areas of the West, in the low-income 
areas of the country, particularly in the South and Southwest, rural 
electrification was long delayed because there was no ample source 
of wholesale power at rates the systems could afford to pay.” He 
said that 
only after Federal power became available actually and directly to the rural 
electric systems, or only because of those instances where it is influenced (sic 


to bring down the cost and cause the companies to make power available in 
greater quantities, was the program able to proceed (RPP, p. 556). 


He had previously brought out the fundamental issue as follows: 


Unless the Federal Government continues an active program of developing 
additional hydroelectric facilities, interconnecting them with federally owned 
transmission facilities, and delivering firm power from these projects to the load 


centers of the preference customers, the yardstick of Federal power will be lost, 
the preference provisions of the law will become ineffective and, to the extent 
that the rural electrification program has depended upon its partnership with the 
kederal Government for a source of wholesale energy, it will be destroyed (ibid. 
The committee is convinced that the issues of Federal power policy 
raised by the evidence discussed in this report are essentially monopoly 
issues, and that the change since 1953 has profoundly weakened the 
competitive check on private power monopoly. The earlier policy 
contained in Secretary of the Interior Ickes’ memorandum of January 
}, 1946, was definitely an antimonopoly policy. Thus, it provided that 
hydroelectric generating facilities should be “designed and installed to 
provide the type of power and service re quire cl by public agencies and 
cooperatives.’ It provided further that “transmission outlets shall 
be adequate to deliver power to every preferred customer within the 
region upon fair and reasonable terms’? and that these transmission 
facilities must be 
owned and controlled by the Government unless privately owned facilities should 
be made available upon terms which assure full accomplishment of the basic 


objectives of the congressional power policy and which do not reward the private 
company simply because of its strategic location and monopolistic seatien 


The previous policy also provided that “no contracts shall be made 
that operate to foreclose public agencies and cooperatives from obtain- 





- 





- 


MONOPOLY IN THE POWER INDUSTRY 111 


ing power from the Government project.” This meant that ‘‘con- 
tracts with privately owned companies shall be limited in time and 
shall contain provisions for cancellation or ee by the Gov- 
ernment as necessary to insure preference to public agencies and co- 
operatives.” Finally, this earlier Saeaaae of Interior directive 
also provided that ‘‘public agencies and cooperatives which are exist- 
ing or pore ntial customers of the Federal project shall be given every 
assistance in promoting sound programs and operations.”’ 

This clear accepted the power-mi arketing provisions of the Fed- 
eral statutes as intended by Congress to throw the weight of the Fed- 
eral Government behind local agencies serving as a check on what 
would otherwise be all pervasive private monopoly in the field of 
electric power. This has become known as the “yardstick” policy, 
ably described by former Chairman Clapp of the Tennessee Valley 


Authority, as discussed in section 1V. Without change in the law, 
the new power policy has completely reversed this antimonopoly 
instrument of democracy. And as Assistant Secretary Aandahl 


warned, the charges for power are expected to go up to levels so that 
comparison with private power costs will not tempt municipalities to 
undertake distribution of electricity on a public basis, 








SECTION VIII 


INVESTIGATION SHOULD BE EXTENDED TO OTHER 
REGIONS 


The important question is whether the general tendencies revealed 
in this report, with special reference to the Dixon-Yates region and its 
relationship to the Tennessee Valley Authority and the rural electric 
cooperatives within the region, are characteristic of what is happening 
in other parts of the country. In other words, what would investi- 
gation disclose concerning the efforts of private power companies 
elsewhere to make their monopoly position more complete and far- 
reaching, and the extent to which the new interpretation of power 
policy is serving their purposes. 

The committee has received complaints and information from three 
other regions which require investigation. These are the Pacific 
Northwest, the Niagara-St. Lawrence area, and the State of Georgia 
in the Southeast. In closing this report, we will briefly touch upon 
the representations which are before the committee concerning those 
parts of the country. 

Pacific Northwest 

The committee has received strong complaints about the practices 
of monopoly in the Northwest, and particularly in relation to the 
competitive aspects of the Federal Columbia River Basin program. 
In general, the charge is that the private power companies are at- 
tempting to gain undisputed control of the hydroelectric resources of 
the Pacific Northwest through (1) merging into larger units; (2) 
trying, and in many instances succeeding, in ousting the Federal 
Government from opportunities for the generation, transmission, and 
marketing of electric power; and (3) attempting to stifle the rural 
electric cooperatives and public utility districts of the State of Wash- 
ington. 

The methods adopted by private monopoly to carry out its purposes 
in the Pacific Northwest, according to the charges, include many that 
are similar to those adopted by subsidiaries of Middle South Utilities, 
Inc. There are charges that the power companies in the region are 
engaged in unwarranted political activity, including covert attempts 
to place private power men on the boards of directors of the public 
utility districts, so as to control those bodies and limit the competition 
which they offer. There are charges that these same private power 
companies are waging intense and expensive propaganda campaigns 

against all public power, whether Federal, State, or local. These 
propaganda campaigns, it is alleged, not only make use of newspapers 
and other media of communication but also buy the influence of 
important people in the areas where such private monopolies may 
have a particular interest or problem. 

The charge is also made that the private power companies in the 
Pacific Northwest are resorting to “unfair trade practices’? to under- 
mine the rural electric cooperatives and so reduce their competitive 
effect. These unfair practices, as in the case of Mississippi Power & 
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Light, are stated to include (1) deliberate building of uneconomic lines 
into those areas where the cooperatives have undertaken to serve 
groups previously refused service by the private power companies on 
the ground that such service would be uneconomic to the companies; 
and (2) the offering of special rates and services not given throughout 
the rest of their systems. Since the areas involved are often marginal 
in the first place, the loss of even a few customers as a result of these 
practices may seriously affect the financial position of the co-ops. 

The complaints also contend that the new interpretation of Federal 
power policy by the Federal Administration has tended to violate 
the intention and, at times, the letter of Federal power legislation, 
particularly the preference and withdrawal provisions of the Bonne- 
ville Power Administration Act. It is contended that, closely parallel- 
ing the situation in the Missouri River Basin, the present Bonneville 
Power Administration is entering into long-term contracts with pri- 
vate companies, without the withdrawal provision, which the com- 
plaints assert is contrary to the intent and purpose of the act passed 
by the Congress. 

An interesting aspect of the complaints from the Pacific Northwest 
is the deep resentment expressed by these public power people at 
the propaganda labeling them as “sccialistic,’’ “un-American” or in 
favor of all-out Federal power monopoly. This resentment appears 
to stem from the fact that the history of the public utility districts 
in the State of Washington is a part of the history of the development 
of the State by the people of that State. They point out that long 
before there was any thought of Federal participation in the power 
field, these public power groups were helping the State of Washington 
help itself. In various communications to the committee, they have 
further contended that to be tagged as “‘socialistic,”’ or “un-American” 
by private power groups incorporated in other States, controlled by 
stockholders in other States, and financed by capital originating in 
other States, is difficult to take. 

In response to a letter from the master of the Washington State 
Grange calling attention to the need for an investigation of the 
monopoly situation among the private power companies of the Pacific 
Northwest, including the Washington Water Power Co., the chairman 
of this committee replied, in part, as follows: 

Our subcommittee is aware of the 1940 Federal Power Commission investigation 
and the facts brought out concerning the large political expenditures of the power 
companies in the Pacific Northwest. In line with our current investigation into 
monopoly in the power industry, we are deeply concerned about the present 
activities of Washington Water Power Co. and the associated companies in your 
region which may lead to creation of new and larger monopolies. This would 
affect not only the consumers in the Northwest and the interest of the region in 
economic expansion but also the broader interests of the Nation at large. We 
appreciate your calling the situation to our attention We shall intensify our 
investigation of the monopoly situation in the Pacifie Northwest and will hold 
hearings in this region to deal with this phase of a nationwide problem in the 
near future. 


Niagara-St. Lawrence 

Complaints to the committee from the Niagara-St. Lawrence region 
emphasize particularly the fact that the plans of the New York State 
Power Authority for marketing the electric energy from these two 
great projects may serve to strengthen the control of private monopoly 
over the region’s power supply. Information in the files of the com- 
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mittee indicates that the State agency has, in fact, repudiated the 
preference prince iple in connection with the disposition of this power. 
The plan would actually sell the power to private utilities at the bus 
bars of the generating stations, thus providing public and cooperative 
power systems with no assurance of low-cost power supply. This 
means that possibility of effective competition with the private 
monopolies, which are today maintaining high electric rates throughout 
the Northeast, will be materially reduced. 

Actually, there are some 125 nonprofit municipal and rural coopera- 
tive electric systems in the New York-New England area, with many 
others in nearby Pennsylvania. Because they are today dependent 
upon either private utility systems or isolated local steam stations for 
their power supply, these public and cooperative systems cannot be 
effective yardsticks bringing competitive pressure on the big private 
power monopolies to reduce their rates. 

In response to a request from Senator Herbert H. Lehman of New 
York, the chairman of this committee replied, in part, as follows: 

(ntimonopoly subcommittee has long been interested in crucial problem of 
disposition of hydroelectric power from Niagara and St. Lawrence Rivers. In 
line with our current investigation into monopoly in the power industry, we are 
deeply concerned about any proposed disposition of what is perhaps the largest 
single source of hycroelectrie power in the United. States which might lead to 
creation of new and larger monopoly. This would affect not only New York con- 
sumers and those in neighboring States but Nation at large. We appreciate your 
calling this to our attention. We already have some information in our files with 
regard to various interested private utilities. We shall intensify our investigation 
and we will hold hearings in New York on this phase of the nationwide problem 
in the near future. We shall also go into the monopoly power problem in New 
England, the Southwest, and the Hells Canyon area, 


Other indications of monopoly practices 


The committee has information of the plan entirely to junk the pref- 
erence for public and cooperative systems in the marketing of power 
from the Clark Hill Federal multipurpose project in Georgia. Under 
its new interpretation of Federal power policy, the Department of the 
Interior would turn over this power at the bus bar to the Georgia 
Power Co., subsidiary of the Southern Co., partner in the Dixon-Yates 
combine. This would mean that the rural electric cooperatives, which 
have brought electricity to the farms of the State, would have to buy 
from the power company, thus making private monopoly a broker for 
Government-produced electricity. The committee is convinced that 
full inquiry into this situation is called for. 

Finally, the committee has before it considerable testimony as to 
the extent of the propaganda and lobbying activities of the nationally 
advertised private power monopolies. The extent to which funds, 
from the conduct of what is essentially a public business, are being used 
by private corporations, franchised to participate in this business, to 
bulwark their monopoly position as against the public itself, certainly 
requires extended investigation. It is the intention of the committee 
to take a long look at the concerted attempt of private power to 
mold public opinion and influence politics. 

The committee is convinced that the monopolistic abuses so far 
revealed are of such importance to the entire country that its pre- 
liminary investigation should be followed by a full-scale inquiry into 
all the new manifestations of monopoly control, starting with the 
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critically important power field but extending to include all the trends 
toward concentration of power in defiance of the intent and purpose 
of the Nation’s antitrust legislation. 


CONCLUSION 


As we pointed out at the beginning of this report, this Nation is 
now in the grip of the third great merger movement to sweep the 
country. The first two ended in disaster. If we are to learn any- 
thing from history, we must prevent a third debacle. 

In the light of the foregoing and in order to come to grips with this 
problem, the Congress badly needs to be informed. The committee, 
therefore, recommends that 

1. The Dixon-Yates contract, which was entered into under circum- 
stances that denied the possibility of competition, is a dramatic 
manifestation of the new monopoly movement, and is against the 
public interest. We reiterate our previous recommendations that 
this contract be withdrawn pending further investigation and action 
by Congress. 

2. The present investigation into monopoly in the power industry 
should be continued and broadened and deepened, so that the 
Congress may be fully informed as to the extent of monopolistic 
abuses which threaten a repetition of the Insull-Hopson scandal. 

3. A full-scale investigation be undertaken into the growth of mo- 
nopoly, its withering effects upon the small business of this country, and 
its effect upon our free competitive economy. 

Many years have passed since the enactment of our original 
antitrust laws. Many diverse opinions of the courts, the passage of 
time, and the changing economic scene, make it most important that 
the structure of our antitrust laws be reexamined. 

The danger to the country from monopoly run wild is written in 
large letters acros. the recent economic and political history of this 
Nation. The committee therefore feels that it cannot overstate the 
imperative necessity for the Congress to deal with this issue 
immediately. 
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